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THE COMMEMORATION OF THOMAS ROBERT 
MALTHUS 


THE centenary of the death of T. R. Malthus should, in strict 
chronology, have been celebrated on the 29th December, 1934. 
As this date fell out of term time, his former College and Uni- 
versity postponed its commemoration until the term following. 
On the afternoon of March 2nd, 1935, members and students 
of the Faculty of Economics and Politics in. the University of 
Cambridge met in the Hall of King’s College to commemorate 
the occasion. Professor Pigou took the chair, and allocutions 
to Malthus’s memory were delivered by Dr. Bonar, Mr. C. R. 
Fay and Mr. J. M. Keynes, which are printed below. Later in 
the day the Master and Fellows of Jesus College gave a dinner 
in the College Hall at which a number of economists, statisticians 
and biologists, who had been invited from outside Cambridge, 
were present. The toast of the evening In piam memoriam was 
given by the Master, coupled with the name of Malthus’s bio- 
grapher, Dr. Bonar, who replied. Mr. Robert Malthus, the last 
representative in this country of the family of Malthus in the 
male line, was present. He confirmed the view that the family 
have always pronounced their name Maulthus with the h doubt- 
fully sounded. 


THE ALLOCUTIONS 
I. Dr. Bonar 


My first duty is to thank King’s College and the Faculty of 
Economics and our Chairman, Professor Pigou, for their welcome 
to us to-day. By “us” I mean the assembly here, who are 
guests like myself, but all more or less interested in economics, 
and therefore in Malthus. 

My second duty is to put a question to myself which is likely 
to be put by the Public outside. I shall try to answer it to my 
own satisfaction, and I hope to yours, as it affects you and me 
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whether the Public ever thought of it or not: Why do we com- 
memorate this man Malthus at all? Is he deserving of re- 
membrance ? 

I answer: Yes, indeed, if only for the impulse he gave to the 
serious study of a branch of economics which, before him, was 
hardly a branch at all, but left to be handled in footnotes with 
apologies. 

Ever since the appearance of the first essay of the youthful 
Malthus (he was thirty-two) in 1798,! the subject of Population 
has been treated by economists as worthy of serious study, a 
chapter or “ Book” to itself and no apologies. Even in that 
first essay on the principle of Population, Malthus had drawn 
together the scattered hints of previous writers into a manageable 
doctrine or rough draft of a doctrine. I do not say it was uni- 
versally well received, but it excited universal attention. It is 
true that there was (besides a general murmur of applause) a 
hurricane of angry criticism. The least fierce of the critics found 
(and still find) in its opening formulas, the ratios of the increase 
of population and food, either too much or too little mathematics. 
Malthus himself observed (and filled up in his second edition of five 
years afterwards) an omission, not concerned with mathematics. 

But in that logically imperfect first edition there was logic 
enough or eloquence enough to captivate the British Public, and 
the publisher Johnson wished he had kept up type. 

Some may say the impulse given was greater than any con- 
tribution of Malthus to doctrine. Very well; let us say that the 
impulse outlived the criticisms. Here is an example. Utopian 
Reformers cried out: “ He has nothing for us but a Universal 
Negative; he frowns on Utopias; he frowns on early marriages ; 
when we would go on, he pulls us back—saying, like the obsolete 
old decalogue, thou shalt not, thou shalt not. What help can 
such a teacher give to human progress ? ”’ 

Search his scriptures thoroughly, from the imperfection of 
the first essay to the maturity of the later edition. You find 
something better than a Universal Negative; you find a Particular 
Affirmative; or let me try to sum up his heart’s desire for the 
human race in three Particular Affirmatives :— 


1. A lower death-rate for all. 

2. A higher standard of life and livelihood for the Poor. 

3. An end of the waste, even now going on in this twentieth 
century, the waste of young human lives. 


1 See Economic JOURNAL, 1898, page 200: ‘‘ The Centenary of Malthus.”’ 
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There might even be a summary in one phrase: he desired 
economy in human lives. A man who secured that would be 
among the greatest of economists; and a man who spent his 
life in the effort after it has surely “acquired merit” enough to 
deserve even such a Commemoration as to-day’s. 

It is true that the First Essay has more shadow resting on 
it than the later essays. Most readers pardoned it in so brilliant 
a writer as the author of the first. Such gloom as there was 
could be endured there, while the prosaic work of the later essays 
needed all the illumination and exhilaration that the subject 
could bear. As to the vulgar charges of cruelty and atheism, 
he defends himself in his later editions quite convincingly. 
Fairer matters of attack were : His exaggerations, slips in reason- 
ing, imperfect statistics; for these he is on his trial still, but no 
more and no less than all his tribe. It is the reasoner’s fate— 
to endure criticism at every step of the way; and, as all econo- 
mists are reasoners, they must be prepared tod give rebuffs and 
to take rebuffs as Malthus gave them, and had occasionally 
(being a mortal man) to take them. Let other writers be happy 
if in the end they have so small a balance against them as Malthus 
on his first and chief subject of Population. 

There may be a call from the crowd (by no means from 
the present assembly of chosen spirits) for his tangible achieve- 
ments which he who runs may read and cannot easily run 
away from. Here are a few. The impression made by the 
First Essay whipped up the English census of 1801, and made 
later censuses certain. Not that Malthus was the originator 
of the first census; there were many good men pressing for it. 
But it was of his doing that it could never be held back again 
as it was fifty years before. Also, he helped Governments to 
avoid bad mistakes in their Poor Laws—not that he never made 
mistakes in his own proposals now and then on that field of hard 
labour. 

Again, just before his death in 1834, he joined with Quetelet 
and Babbage in creating the Statistical Society. Last year in 
the Annals of the Society he was duly recognised as a “ Pious 
Founder ”’ of it. 

Darwin got hints from him in working out the theory of the 
Survival of the Fittest. 

Like Darwin, he has added a new word to the English language, 
an adjective from his own name. 

Paradoxically, Malthus, who was all his life never more rabid 


in politics than a mild Whig, became a hero of the a ia 
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Radicals. John Stuart Mill, once one of them, tells us that 
Malthus was recognised by them for what he had really done; 
he had not closed the door to progress, he had for the first time 
opened it. And his contributions to theory outside the Essay 
are of high importance if not at the same supreme altitude. 
He gave rise to the classical theories of Rent and Value, having 
a fair claim to a large share in the making of both. His support 
of his arguments by facts, more especially in the Essays, was 
sufficiently novel to make our dear friend Alfred Marshall (so 
well known in Cambridge and so powerful an economist) almost 
persuaded to set him down a leader of Historical Economists. 
His discussions with his friend Ricardo were carried on in long 
letters still available to us. If allowed to be nothing more, 
they must be always a good preliminary training ground for 
economic students. But there was something more. Many of 
us feel the gentler pressure of his hand in the argument; and a 
few of our best men (I have two in my mind) tell us that he would 
have been a better leader for us than Ricardo. Well, the world 
is all before us. It is not true of theories as of hard facts that 
what is done cannot be undone ! 

Let our friends convert us. 

Here is another feather in the cap of Thomas Robert Malthus. 
So far as I can find out, he was the first in our own country to 
wear the title Professor of Political Economy. 

A friend of mine, more at home in his Shakespeare than in 
his Economics, wrote of him thus impudently : 

“This Malthus of our Dismal Science was the first Pro- 
fessor,—ay he was the first.” He was so appointed, in fact, 
at Haileybury when the East India Company’s College for cadets 
was opened there in 1806. It was not an inspiring place for 
any professor who could hope now and then to have inspiration 
from his pupils. But it allowed him leisure to write books and 
pamphlets and letters to like-minded friends, and leisure enough 
to pursue his own thoughts. He was not a laughing philosopher 
like his friend Sydney Smith; but dismal he was not any more 
than his subject. To be dismal is to be afflicted with an extreme 
form of pessimism, more familiar to Carlyle than to Malthus. 
If he showed signs of the complaint in 1798 at thirty-two years 
of age, he recovered from the mild attack. He was personally 
a normal Englishman more given to merriment than sadness. 
So his friend Daniel Clarke tells us ;—and we all know that about 
that time of life, thirty-two, a man is just beginning to overcome 
a certain “oscillation” between melancholy and merriment, 
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such as led Milton to his immortal contrast of them. Malthus was 
passing out of that stage of our diversified human life and becom- 
ing able to see the possibility of a good time coming for his own 
country and even for Europe and the world after all. He observes 
both in 1803 (p. 31), and in his farewell edition of the Essay in 
1826 (p. 404 of Vol. II) that England stands next to Norway 
and Switzerland for a good record of infant mortality. We have 
not had a worse but a better experience since his time. Like 
Macaulay, we have heard of nothing but decay and seen nothing 
but progress. Nowhere more evidently than in Public Health. 

Certainly at Cambridge Political Economists have been as 
little dismal as was Malthus. How far from dismal were Marshall 
and Sidgwick, to say nothing of your still living economists, 
young and old, and, “as I in this place am specially bound to 
add,” your brother economists at Oxford past and present; 
and in the regions beyond, including not only Scotland and Ireland, 
but America; and not only America, but all countries where 
our study is practised. All have diversities of gifts but, we hope 
and believe, the same spirit. And it is the spirit that animated 
our “ First Professor.” 

I should like to think that, when we praise him now, he wakes 
up and listens. Whether he hears or not, we do right to give 
him his meed of praise. He had a single-hearted desire to know 
the truth, with unshaken courage to declare it, were it pleasant 
or unpleasant. It is often the unpleasant that appears first. The 
Prophet, himself, unpleasant at first to his hearers,—denouncing, 
for example, our sins against economy in human lives,— 
comes to his own pleasanter self again when his work is fully 
done. He is then shown to us as the Benefactor, worthy to be 
applauded, as Cambridge is now applauding her trusty and well- 
beloved son, in a Commemoration to be repeated, I hope, by 
Cambridge and all of you in 1966, the second centenary of the 
birth of Thomas Robert Malthus. May you all live to join in 
it ! 


II. Mr. Fay 


It is of Malthus the social economist that I speak. As Adam 
Smith was of excellence the economist of policy and Ricardo the 
path-breaker in monetary thought, so the distinctive contribution 
of Malthus lay in the field of social economy. He launched the 
interest and in part the method which travelled through Nassau 
Senior and Stuart Mill to the social investigations of a later day, 
where the statistician not less than the theorist is in the line of 
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descent from him. And statisticians can never forget that 
Malthus’ Essay of 1798 was among the influences which pro- 
voked the taking of the first census of the people three years 
later in 1801. By his ratios of increase, arithmetical for Nature 
and geometrical for Man (for, as our University Calendar reminds 
us, he was 9th Wrangler of 1788, four places below Gunning of 
Christ’s), he framed a startling disharmony between population 
with its capacity for cumulative increase and natural resources 
which are limited and exhaustible. Although the middle link 
of his doctrine has been broken by the triumphs of technology 
in transport and agriculture in conjunction with the practice 
of birth control, yet it remains formidable at either end—in the 
New World, where resources have been recklessly exploited, 
and in the old world of Asia, where population teems upon areas 
so recently reclaimed from flood or desert by the capital and 
engineering skill of Europe. Malthus, checked by Malthusianism at 
home, still points a reproachful finger at the plundered land surface 
of North America and the premature marriage beds of the East. 

Now a man may influence his generation by way either of 
attraction or repulsion; and attraction may show itself in the 
translation of his teaching to other spheres of knowledge, as 
well as in the incorporation of it into the policy, practice and 
literature of the sphere for which it was designed. In every 
one of these ways the influence of Malthus was potent. 

The benign author of the Essay on Population, presuming 
to dispense misery and vice with the certainty of a Benthamite 
in holy orders, roused to angry protest the rebels of his day. 
Said William Thompson, the dean of Early English Socialism, 
“ Insult not the suffering, the great majority of mankind, with 
the glaring falsehood, that by means of limiting population or 
not eating potatoes their own happiness is in their own hands, 
whilst the causes are left which render it morally and physically 
impossible for them to live without potatoes and improvident 
breeding.”! And William Cobbett, composing as he rode on 
horseback through the fertile valleys of his beloved England, 
reared at the spectre of the Monster Malthus. ‘‘ How can Malthus 
and his nasty and silly disciples, how can those who want to 
abolish the Poor Rates, to prevent the poor from marrying; 
how can this at once stupid and conceited tribe look the labouring 
man in the face, while they call on him to take up arms, to risk 
his life in defence of the land?” 2 And again, ‘‘ It seemed to 


1 W. Thompson, Distribution of Wealth, p. 428. 
2 Poor Man’s Friend, No. 2. 
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me that one way of exposing this mixture of madness and of 
blasphemy was to take a look, now that the harvest is in, at the 
produce, the mouths, the condition, and the changes that have 
taken place, in a spot like this, which God has favoured with every 
good that he has had to bestow upon man.” + He was riding 
that day by the Wiltshire Avon. 

But it was otherwise with the scientists whose concern was 
with Nature more than with Man. The doctrine of Malthus 
was germinal to the researches of Darwin and Alfred Russel 
Wallace in the theory of evolution by natural selection; and 
the testimony of both is unqualified. ‘‘ In October 1838 (says 
Darwin), that is fifteen months after I had begun my systematic 
enquiry, I happened to read for amusement Malthus’ Population, 
and being well prepared to appreciate the struggle for existence 
which everywhere goes on from long-continued observation of 
animals and plants, it at once struck me that under these cir- 
cumstances favourable variations would tend to be preserved 
and unfavourable ones to be destroyed. The result of this would 
be the formation of a new species. Here then I had at last got 
hold of a theory by which to work.” 2. And Wallace acknowledged 
a like indebtedness in language just as precise. 

Inasmuch, however, as civilised man had left far behind the 
kind of animals which Darwin chiefly studied, the application of 
Malthusian teaching to the sphere for which its author designed it 
was necessarily more oblique. Parliament, indeed, did its best to 
keep the poor to the strait and natural way, when in 1834, the 
year of his death, it inscribed on the statute book a new poor 
law, the first-fruits of Benthamism, as it has been termed—a 
wreath from England to Malthus as I would rather say. That 
law with its workhouse test and rule of less eligibility lies outside 
our province, but the uproar caused only a few days ago by the 
effort of Government to curtail at points the present scale of 
unemployment relief measures dramatically the change in social 
outlook between 1834 and 1935. 

An apologist for Malthus might indulge the hope that Parlia- 
ment wronged him in the Act of 1834. But if it did, it was only 
because it went less far than he in principle desired, to judge by 
the evidence which he gave before the House of Commons 
Emigration Committee of 1827. For after 1815, as large numbers 
were dismissed from the fighting services, and as Canada, Australia 
and South Africa dawned on the horizon of settlement, emigration 


1 Rural Rides, ed. Pitt Cobbett, IT. 57. 
2 Life and Letters of C. Darwin, i. 83. 
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to those quarters of the Empire became the panacea for English 
ills, of which the chief were the payment of agricultural labour 
from the poor rates, the influx of Irish immigrants and the distress 
of the hand-loom weavers. The issue, as envisaged by the Com- 
mittee, was this. If the English or Scottish poor are emigrated, 
will the vacuum thus created be filled from Ireland with no better 
result than to supplant the wheat-fed population of Great Britain 
by the potato-fed population of Ireland? It was a problem for 
political economy, and the advice of Malthus was sought. He 
replied, ‘I think it is possible that the vacuum might not be 
filled up because those hovels”’ (he is referring at this point to 
Treland) “. . . might be pulled down and not replaced.” 

But stopping the holes of habitation, though it might serve 
for badgers and rabbits, was hardly proper for human beings, 
even to the mentality of 1827. So they pressed him for another 
way, and he answered, “ No other occurs to me except the one 
I myself proposed a long while ago, that those who were born 
after a certain time should not be allowed to have any parish 
assistance.” These were the unbidden guests for whom, in the 
language of the Essay (edition 2), there was no vacant corner at 
Nature’s mighty feast—these the unhappy persons who (to em- 
ploy his earlier metaphor) had drawn a blank in the great lottery 
of life. But they pressed him further, this venerable witness 
now over sixty years of age (for they could hardly help remember- 
ing that by the laws of England men must not starve to death), 
and this time they put to him a leading question: “If cheap 
tracts were written and given to the poor and in some instances 
taught in the schools, explaining the doctrines you have just 
laid down with respect to the conditions of the poor, do you 
imagine they would be able to understand them and that they 
would apply what they learned to their own case?” 

Answer. “I think they are not very difficult to be under- 
stood, but they are perhaps rather difficult to apply. I believe 
some tracts of that kind have been occasionally distributed.” 

Question. “‘Have you any knowledge of the effects 
produced ? ” 

Answer. “I have understood that many of the labouring 
classes, particularly the artisans, acknowledge the doctrines 
which have been laid down on the subject of population.” 

At that the Professor of Haileybury College left it; and 
perhaps it was as well, for his teaching had sunk into the minds 
of certain artisans of whom the chief was Francis Place, the 
tailor of Westminster. And the result was action, furtive at 
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first, that would have horrified its innocent begetter. It had 
been hinted at in 1818 by James Mill, the father of nine—an 
inconsistency for which the eldest felt constrained to apologise— 
and it was expounded later with the courage born of suffering 
by Francis Place, the father of fifteen. It occupied a corner in 
the design of the community builders. Through Robert Dale 
Owen it reached America and returned a generation later to 
shock Victoria’s England in the stirring fight for freedom staged 
by Charles Bradlaugh and Annie Besant. In 1877 the Neo- 
Malthusian League was founded. But I am stealing from an 
American scholar who more than any of us should be here to-day ; 
and I commend to you the writings of Mr. Norman E. Himes; 
in particular his weighty introduction to Place’s Illustration and 
Proofs of the Principle of Population (1822). 

Malthus, however, had a friend and admirer who could be 
trusted to interpret him without imputing the taint of Condorcet, 
and this was Harriet Martineau, whose first three years of literary 
fame were the last three years of her master’s life. Between 
1831 and 1834 she wrote her Tales Illustrating Political Economy 
and Taxation, and in the last of these advertised the heart of the 
matter in round conclusions. ‘‘'The condition of labourers may 
be best improved—l. By inventions . . . and making savings 
instead of supporting strikes. 2. By ADJUSTING THE PROPORTION 
oF PopuLATION TO CapiTaL.” The master and disciple were 
alike in that, as they became famous, they were greatly abused. 
When she came to the number on Population, she knew there 
was trouble ahead. “‘ While writing Weal and Woe in Garve- 
lock,” she tells us in her Autobiography, ‘‘ the perspiration many 
a time streamed down my face, though I knew there was not a 
line in it which might not be read aloud in any family.”! But 
she took comfort for the ‘‘ tomahawking ” which Messrs. Croker 
and Lockhart administered in the Quarterly Review, from the 
example of Mr. Malthus. “‘ I wonder whether it ever kept you 
awake a minute?” she asked him. ‘“ Never after the first 
fortnight,” was his reply.2_ So beautifully in one number did she 
portray the blessedness of domestic life that Malthus called round 
to thank her for it. Noble are those who marry when they love, 
and still nobler are those “ who let it go by for conscience’ sake, 
and do not ask for it again ’—had been the moral of the tale. 

How much one would give to have been present at that scene ! 
—he the married clergyman virtwous and benevolent, she the 
maiden lady whose mind, though secular, was as nicely pure, 

1 Harriet Martineau’s Autobiography, I. 200. 2 Ibid., 211. 
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the speaker with his hollow palate, the listener with her ear 
trumpet straining to lose no word, and the two in such spiritual 
affinity that she did not even need her trumpet to catch his mild 
and resonant vowels. To Miss Martineau’s keeping we therefore 
commit this famous ex-Fellow of Jesus. 


TIT. Mr. Keynes 
In his preface to The Revolt of Islam, Shelley wrote :— 


“* Metaphysics, and enquiries into moral and _ political 
science, have become little else than vain attempts to revive 
exploded superstitions, or sophisms like those of Mr. Malthus, 
calculated to lull the oppressors of mankind into a security 
of everlasting triumph.” 


Thus spoke the son-in-law of Godwin, against whose better 
hopes for mankind the Essay on Population had been directed. 
Nor did the other poet, Malthus’s fellow-student at Jesus, 
Coleridge, take a more favourable view :—“ Are we now to have 
a quarto to teach us that great misery and great vice arise from 
poverty, and that there must be poverty in its worst shape 
wherever there are more mouths than loaves and more Heads 
than Brains?” ‘The remaining marginal notes,’ Dr. Bonar 
writes, ‘are chiefly of an interjectional character” (such as 
‘ Ass !’), many of them not very refined.” 

Thus to the poet of spiritual revolution and to the poet of 
spiritual conservatism alike Malthus appeared as a symbol of 
the sophisms of the economists—the ingenious and _ hateful 
tautologists who, out of the bowels of their humanitarianism, 
can prove, by means of truisms, that all attempts to mitigate 
poverty and misery are destined to increase it; that impulsive 
charity is a lesser social virtue than enlightened self-interest ; 
and that all will be for the best possible in a miserable world 
if the business men are left with the least interference to get 
on with their beneficent pursuit of the survival of the fittest— 
meaning those financially most gifted. 

This is how two diverse poets, having the highest powers of 
intellectual insight, interpreted what they were being told. 
Neither is such a charge, directed against the economists of the 
nineteenth century, wholly false. Nor have we to-day wholly 
escaped from it. The work begun by Malthus and completed 
by Ricardo did, in fact, provide an immensely powerful intellectual 
foundation to justify the status quo, to ward off experiments, 
to damp enthusiasm, and to keep us all in order; and it was a 
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just recompense that they should have thrown up Karl Marx as 
their misbegotten progeny. 

It is not entirely unfair that the memory of Malthus should 
be thus associated. As the first edition of the Hssay was directed 
against Godwin’s Political Justice, so in the second appears the 
often-quoted passage against Paine’s Rights of Man: 


“A man who is born into a world already possessed, 
if he cannot get subsistence from his parents on whom he 
has a just demand, and if the society do not want his labour, 
has no claim of right to the smallest portion of food, and, 
in fact, has no business to be where he is. At Nature’s 
mighty feast there is no vacant corner for him. She tells 
him to be gone. . . .” 


And when Samuel Whitbread proposed “ to empower parishes 
to build cottages,” Malthus wrote a pamphlet to urge that “ the 
difficulty of procuring habitations”? must -on no account be 
alleviated. 

Yet this association of the name of Malthus overlooks the 
fact that his life and work as an economist falls into two divided 
parts, each arising out of the events and influences surrounding 
him; and that the second part was an unavailing effort to upset 
the theory which Ricardo and his school were riveting on our 
necks. In the passage from which I have quoted Shelley con- 
tinues : 


‘‘ Our works of fiction and poetry have been overshadowed 
by the same infectious gloom. But mankind appear to 
me to be emerging from their trance. I am aware, methinks, 
of a slow, gradual, silent change.” 


And in a footnote he generously remarks certain changes in 
the later editions of the Essay on Population “as a symptom of 
the revival of public hope.” Let me read to you the passage 
near the conclusion of the second edition of the Essay on Popu- 
lation which Shelley doubtless had in mind : 


“On the whole, therefore, though our future prospects 
respecting the mitigation of the evils arising from the 
principle of population may not be so bright as we could 
wish, yet they are far from being entirely disheartening, 
and by no means preclude that gradual and progressive 
improvement in human society which, before the late wild 
speculations on the subject, was the object of rational 
expectation. To the laws of property and marriage, and 
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to the apparently narrow principle of self-love, which 
prompts each individual to exert himself in bettering his 
condition, we are indebted for all the noblest exertions of 
human genius, for everything that distinguishes the civilised 
from the savage state. A strict inquiry into the principle 
of population leads us strongly to the conclusion, that we 
shall never be able to throw down the ladder by which we 
have risen to this eminence; but it by no means proves 
that we may not rise higher by the same means. The 
structure of society, in its great features, will probably 
always remain unchanged. We have every reason to believe 
that it will always consist of a class of proprietors, and a 
class of labourers; but the condition of each, and the pro- 
portion which they bear to each other, may be so altered 
as greatly to improve the harmony and beauty of the whole. 
It would, indeed, be a melancholy reflection, that, while 
the views of physical science are daily enlarging, so as 
scarcely to be bounded by the most distant horizon, the 
science of moral and political philosophy should be con- 
fined within such narrow limits, or at best be so feeble in 
its influence, as to be unable to counteract the increasing 
obstacles to human happiness arising from the progress of 
population. But however formidable these obstacles may 
have appeared in some parts of this work, it is hoped that 
the general result of the inquiry is such, as not to make us 
give up the cause of the improvement of human society in 
despair. The partial good which seems to be attainable 
is worthy of all our exertions; is sufficient to direct our 
efforts and animate our prospects. And although we 
cannot expect that the virtue and happiness of mankind 
will keep pace with the brilliant career of physical discovery, 
yet, if we are not wanting to ourselves, we may confidently 
indulge the hope that, to no unimportant extent, they will 
be influenced by its progress, and will partake in its success.” 


In the closing years of the eighteenth century the misery 
of the labouring class presented itself to Malthus as chiefly con- 
sisting in their low standard of life. In the years after Waterloo 
and the end of the war it presented itself to him as chiefly a 
problem of unemployment. To these two problems his work 
as an economist was successively directed. As the solution of 
the first, he had offered his principle of population. Nothing, 
he urged, could raise the low reward of this factor of production 
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except the curtailment of its supply. But whereas in the first 
edition the stress is on the difficulty of curtailing its supply, in 
the later editions the stress is on the importance of curtailing its 
supply. In the second half of his life he was preoccupied with 
the post-war unemployment which then first disclosed itself on 
a formidable scale, and he found the explanation in what he called 
the insufficiency of effective demand; to cure which he called 
for a spirit of free expenditure, public works and a policy of 
expansionism. This time it was Malthus himself who was over- 
whelmed by the “sophisms of the economists.” A hundred 
years were to pass before there would be anyone to read with 
even a shadow of sympathy and understanding his powerful 
and unanswerable attacks on the great Ricardo. So Malthus’s 
name has been immortalised by his Principle of Population, and 
the brilliant intuitions of his more far-reaching Principle of 
Effective Demand have been forgotten. 

Let us, however, think of Malthus to-day as the first of the 
Cambridge economists—as, above all, a great pioneer of the 
application of a frame of formal thinking to the complex con- 
fusion of the world of daily events. Malthus approached the 
central problems of economic theory by the best of all routes. 
He began to be interested as a philosopher and moral scientist, 
one who had been brought up in the Cambridge of Paley, apply- 
ing the a priori method of the political philosopher. He then 
immersed himself for several years in the facts of economic 
history and of the contemporary world, applying the methods 
of historical induction and filling his mind with a mass of the 
material of experience. And then finally he returned to a priori 
thought, but this time to the pure theory of the economist proper, 
and sought, being one of the very first to seek, to impose the 
methods of formal thought on the material presented by events, 
so as to penetrate these events with understanding by a mixture 
of intuitive selection and formal principle and thus to interpret 
the problem and propose the remedy. In short, from being a 
caterpillar of a moral scientist and a chrysalis of an historian, 
he could at last spread the wings of his thought and survey the 
world as an economist ! 

So, let me in conclusion read to you the passage in which 
Malthus summed up what should be for an economist the relation 
of experience to theory : 


“We are continually hearing declamations against 
theory and theorists, by men who pride themselves upon 
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the distinction of being practical. It must be acknowledged 
that bad theories are very bad things, and the authors of 
them useless, and sometimes pernicious members of society. 
But these advocates of practice do not seem to be aware 
that they themselves very often come under this description, 
and that a great part of them may be classed among the 
most mischievous theorists of their time. When a man 
faithfully relates any facts which have come within the 
scope of his own observation, however confined it may have 
been, he undoubtedly adds to the sum of general knowledge, 
and confers a benefit on society. But when, from this 
confined experience, from the management of his own 
little farm, or the details of the workhouse in his neighbour- 
hood, he draws a general inference, as is very frequently 
the case, he then at once erects himself into a theorist, and 
is more dangerous; because experience being the only just 
foundation for theory, people are often caught merely by 
the sound of the word, and do not stop to make the dis- 
tinction between that partial experience which, on such 
subjects, is no foundation whatever for a just theory, and 
that general experience on which alone a just theory can 
be founded.” 


I claim for Malthus a profound economic intuition and an 
unusual combination of keeping an open mind to the shifting 
picture of experience and of constantly applying to its inter- 
pretation the principles of formal thought. I believe that a 
century hence, here in his Alma Mater, we shall commemorate 
him with undiminished regard. 


NET INCOME AND CAPITAL DEPLETION 


§ 1. In the study of a-stationary state a central position is 
occupied by the concept of net (real) income—the regular annual 
output of goods and services that results from the joint work of 
fixed stocks of labour, land and capital. This concept is quite 
clear-cut. Net income consists of the whole of the annual output 
minus what is needed to maintain the stock of capital intact; 
and this stock is kept intact provided that its physical state is 
held constant. In a non-stationary state things are not so 
simple. Net income is still in some sense the balance of gross 
output over what is needed to keep capital intact. But the 
notion of keeping capital intact is no longer-clear-cut; and this 
fact prevents the notion of net income itself from being clear-cut. 

§ 2. It will be convenient to start with a wide concept, which 
I shall call capital depletion. This is intended to cover all forms 
of capital decrease, both depreciation to be set against gross 
output before current net income is calculated, and capital losses 
not relevant to current net income. The question what part 
of capital depletion should be reckoned under the former and 
what under the latter of these two heads will be examined pre- 
sently in §§ 10-12. The prior problem is to determine the precise 
significance of capital depletion as a whole. 

§ 3. At first sight there seems to be a fundamental discord 
between economic principle and business practice. For economics 
the stock of capital existing at any time is a collection of objects, 
the extent of which is a purely physical fact. The size of the 
stock affects its value (in terms of anything we please), in the 
sense that stocks of different sizes in given environing conditions 
will have different values both per unit and, in general, in the 
aggregate. But the size of the stock is not directly affected by 
its value; it is exactly the same physical thing whether that 
value is large or small. For business practice, on the other hand, 
when particular capital instruments lose their value—become 
obsolete—either because improved instruments for rendering 
the same service have been invented or because that service 
itself is no longer wanted, capital is thought of as depleted: and 
depreciation allowances against obsolescence are always provided. 
The issue between these two points of view plainly needs clearing up. 
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§ 4. Everybody will agree that, if the productivity, and so 
the value in terms of output, of a community’s capital stock is 
diminished because the quantity of labour available to work in 
conjunction with it has been cut down—whether on account of 
extensive emigration or because of an enhanced desire for leisure— 
the quantity of the capital stock must not be regarded as changed. 
So to regard it would be violently paradoxical. It would entail 
an identification of quantity and value. In like manner every- 
body will agree that, if people’s rate of discounting future satis- 
factions underwent a large change, leading to a corresponding 
large change in the value (in terms of current product) of the 
existing capital stock, this again must be regarded as wholly 
without effect on the quantity of that stock existing at the time. 
But, these things conceded, does it not logically follow that all 
mere valuation changes are irrelevant to the size of the capital 
stock, and, therefore, that obsolescence, which is, of course, due 
to valuation changes, cannot affect that size? If this be so, 
the conflict set out in the preceding section is resolved by an 
uncompromising verdict adverse to business practice. Reckon- 
ings of net income arrived at by deducting from gross income 
an allowance to offset obsolescence make net income substantially 
smaller than it ought to be. To such a conclusion we are bound 
to feel a strong resistance. Cannot some middle way be found ? 

§ 5. I suggest that a satisfactory solution may be obtained 
by distinguishing between elements that are actually standing 
in the capital stock and elements that have been discarded from 
it. So long as an element stands in the stock, its quantity is a 
matter for physical measurement, with which valuation has 
nothing to do. But elements may be discarded from the stock, 
either on account of physical changes in them or on account of 
something that has happened to valuation. When they are 
discarded, the stock is pro tanto reduced. Thus valuation, 
though irrelevant to the quantity of such elements as are at any 
time standing in the stock, is, or may be, relevant to what elements 
do stand there, and so in this indirect way does, or may, affect 
the quantity of the stock. To judge of the significance and utility 
of this general idea—it is, of course, only a device of definition— 
we need to develop it in detail. That is the business of the next 
five sections. 

§ 6. An element of capital stock—a machine, house or rail- 
way line—existing in a given environment in which a given 
quantity of labour and so on are available, will be engaged at 
work, provided that there is some quantity of labour in con- 
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junction with which it can produce an output of greater value 
than the value which that labour could earn elsewhere. Given 
this condition, such quantity of labour will be associated with it 
that the product of the marginal unit of labour so associated 
has a value equal to the ruling rate of wage; and the excess of 
the value of the total product yielded by the instrument over the 
aggregate wage of the labour engaged with it is its rentable value. 
From actual rentable value together with expected rentable 
value later on there is derived, by discounting, present value. 
Present value may thus be positive, even though current rentable 
value is nil, provided that rentable value at a later date is expected 
to be positive and to exceed the costs of maintaining the elements 
in good physical condition—e.g. a ship, that is laid up—until 
this later date arrives. Elements that have a positive present 
value in the above sense stand in the stock of capital; elements 
that have no present value are discarded from it. 

§ 7. The most obvious way in which an-element can cease 
to have actual or expected rentable value, and so can cease to 
have present value, is through physical decay. As it becomes 
more and more ramshackle and inefficient, the product, and 
therefore the value of the product, that it yields in conjunction with 
any given quantity of labour, becomes less and less. Eventually 
the element comes to have no present value at all. A second way 
in which the same thing may happen is this. The state of demand 
for the product that our element helps to make being unchanged, a 
technical invention may lead to new instruments for producing the 
commodity being made, and so indirectly may reduce its price 
below the minimum that is required to endow our element with any 
rentable or present value. It will be observed that discarding 
cannot be forced on any element unless a new and improved type 
of instrument has been invented. For though, of course, if a 
sufficient quantity of instruments exactly similar to our element 
were introduced, its present value would be driven down to nothing, 
this cannot, in fact, happen, because the new instruments them- 
selves would have a nil present value and, therefore, would not be 
worth making. A third way in which the present value of an 
element can be reduced to nothing is through a change in taste, 
which lowers the value of the product that the element helps to 
make. If all the instruments hitherto engaged on that product 
were of exactly similar quality and were operated under equally 
skilful management, the present value of no one of them could be 
destroyed in this way unless the present value of all of them was 
destroyed. Demand, that is to say, must have collapsed so far that 
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it was insufficient to cover prime cost for any output. But, of 
course, in fact the instruments that are engaged are not all exactly 
alike, or operated under equally skilful management. In practice, 
therefore, there will be a number of them, whose present value 
is destroyed with a smaller collapse of demand than is needed to 
destroy the present value of all of them. 

§ 8. To complete this part of the inquiry, it remains to ask 
what the situation is when an element has deteriorated physically 
in some measure but still stands in the stock of capital. We know 
already that, if the element has been affected through a valuation 
change, nothing has happened to its quantity. But, if it has 
undergone a physical change, the case is different. A distinction 
should be drawn between physical changes which, while leaving 
the element still as productive as ever, bring nearer the day of 
sudden and final breakdown, and physical changes which reduce 
its current productivity and so rentable value. With the former 
sort of change, until the breakdown occurs, the capital stock is, 
I suggest, best regarded as intact, just as it is best regarded as 
intact despite the nearer approach of a day that will make a 
part of it obsolete. With the latter sort of change we may 
conveniently conceive of physical discards being made, whose 
quantity is measured by the original quantity of the decaying 
instrument multiplied by the proportionate fall in its rentability. 
This is, of course, a subordinate matter; and a different view 
might be taken without the main argument suffering damage. 
In any event, even though we hold that certain sorts of capital 
affected by physical change or by obsolescence are discarded, 
not gradually in parts but suddenly as wholes, this does not imply 
that the aggregate of all sorts of capital together must experience 
a discontinuous discarding. Nor is anything that has been 
said inconsistent with the view that particular business concerns 
subject to discarding of a discontinuous type are well advised 
to make provision against it in a continuous manner by means 
of regular annual payments into a depreciation fund. 

§ 9. Having now satisfied ourselves as to the occasions and 
manner in which a depletion of the stock of capital can take 
place, we have to determine what precisely is required in order 
that a given depletion may be offset. Plainly some new element 
of capital has to be made, and some productive resources have 
to be engaged in making it. But what new element is to be made 
and how much of productive resources are to be turned into it ? 
Even if the discarding which has to be made good is the result 
of physical decay, a doubt suggests itself. Suppose that the cost, 
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in productive resources, of making a counterpart of the decayed 
element has altered since the date on which the original element 
was constructed. Will depletion be offset by the manufacture 
of an element like the original element or by the engagement 
in creating capital of a quantity of resources equal to the quantity 
that was engaged on the original element? If the cause of the 
discarding is a valuation change, there can plainly be no question 
of reproducing the discarded element; so that there is a still 
wider field of doubt. The right solution is, I suggest, as follows. 
When any discarding has occurred, in order to make good the 
depletion of capital implied in it, that quantity of resources must 
be engaged which would suffice in actual current condition of 
technique to reproduce the discarded element. But the direction 
in which this quantity of resources is engaged should be deter- 
mined without reference to what the discarded element has 
been; it should be so chosen that the maximum possible addition 
is made to the present value of the stock of capital. “If a machine 
has suffered damage and, in order to continue working, needs 
repair, in general much the most productive use for the resources 
engaged to offset the depletion of capital implied in this will 
be that of repairing the machine. But, if the demand for one 
sort of product has fallen off and some instruments so far engaged 
in making that product have in consequence been discarded, 
the most productive use for the offsetting resources will be in 
making machines for some industry the demand for whose product 
has meanwhile been enhanced. Here we have a clear principle. 
A basis for it may be found in the concept of capital as an entity 
capable of maintaining its quantity while altering its form and 
by its nature always drawn to those forms on which, so to speak, 
the sun of profit is at the time shining. 

§ 10. By this method of approach we have, I think, over- 
come the dilemma set out in § 3 and have obtained a fairly satis- 
factory way of regarding capital depletion. But, as was indicated 
in § 2, this does not exhaust our problem. We have still to decide 
what part of capital depletion is relevant to (current) net income. 
To attack this issue let us start with the gross output of factors 
of production, no deduction being made even for damage done to 
the stock of capital by the process of production. Nobody 
would seriously propose to count in net income the whole of this. 
Everybody would agree that the part of capital depletion which 
consists in the destruction of instruments in the actual course 
of the work they do must be offset before the inventory of net 


income is drawn up. But, besides this sort of capital depletion, 
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there is also capital depletion brought about by such things as 
earthquakes and wars. Nobody would seriously propose that, 
if a cosmic cataclysm were next year to destroy London, we 
ought, in reckoning next year’s net income, to enter as a negative 
item the whole of the destruction that had been wrought. Thus 
we have fixed two extremes between which there would be general 
agreement that the concept of net income must be made to lie. 
Its inventory content must be less than that of gross output as 
defined at the beginning of this section, and it must be more than 
gross output minus the whole of any damage that the stock of 
capital is liable to suffer in the period to which the net income 
refers. We have to find a meaning for our concept somewhere 
within these limits. 

§ 11. Now, had either of the limits themselves been chosen, 
it might perhaps have been possible to defend the choice on 
some ground of principle; but it is hopeless to seek for any ground 
of that kind in making choice of a point between the limits. 
Considerations of what is convenient and of what conforms in 
a general way with customary usage are relevant to our decision. 
In the light of these it is possible and reasonable to argue that 
one definition is more suitable than another. But there is 
plainly no definition to which we are ineluctably compelled. In 
the last resort we shall be forced to rely on a more or less arbitrary 
fiat. Net income is not a precise entity given in nature. It is 
a portion of gross output selected and marked off from the rest 
by a boundary line, which our own choice, not objective fact, 
imposes. 

§ 12. Business practice in calculating net income clearly 
suggests what our choice should be. Allowance must be made 
for such part of capital depletion as may fairly be called ‘‘ normal ”’; 
and the practical test of normality is that the depletion is suffi- 
ciently regular to be foreseen, if not in detail, at least in the large. 
This test brings under the head of depreciation all ordinary 
forms of wear and tear, whether due to the actual working of 
machines or to mere passage of time—rust, rodents and so on— 
and all ordinary obsolescence, whether due to technical advance 
or to changes of taste. It brings in too the consequences of all 
ordinary accidents, such as shipwreck and fire, in short of all 
accidents against which it is customary to insure. But it leaves 
out capital depletion that springs from the act of God or the 
King’s enemies, or from such a miracle as a decision to-morrow 
on the part of this country to forbid the manufacture of whisky or 
beer. These sorts of capital depletion constitute, not depreciation 
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to be made good before current net income is reckoned, but 
capital losses that are irrelevant to current net income. The line 
between the two sorts of capital depletion cannot be drawn 
precisely. It may vary between different times and different 
places, between a country such as England, for example, and 
one in which earthquakes are familiar events, against which 
provision by insurance is usual. Here I am concerned, not so 
much actually to draw the line as to indicate in a general way 
the principles by which the drawing of it may most conveniently 


be guided. 
A. C. Pigou 
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TWO APPLICATIONS OF THE CONCEPT OF ELASTICITY 
OF SUBSTITUTION 


Tuts note belongs to an earlier era of discussions on the 
elasticity of substitution. Taking the definition for granted, it 
attempts certain applications of a simple and obvious character. 
Its object is to attain by the easiest possible route the humble 
summits which constitute its objective—to reach the top of the 
mountain rather than to search for intricate and perilous climbs. 


Hitherto the application of the concept of elasticity of substi- 
tution has, I think, been confined to the case of joint demand. 
The problem of joint supply invites an analogous application : 
in particular, we may formulate a limitation to the ordinary 
view that an increase in the demand for one of two joint products 
must lead to arise in the supply of the other. Imagine a particular 
firm producing two joint products, A and B, each being sold under 
conditions of perfect competition. The marginal cost of A is 
defined in the usual manner as the addition to total cost when one 
extra unit of A is produced, the output of B being kept constant. 
Similarly for the marginal cost of B. The elasticity of substitution 
then finds its natural definition as the quotient of a small pro- 
portionate change in the ratio of the amounts of A and B by the 
resulting proportionate change in the ratio of their marginal 
costs. 

We may now turn to the traditional question of the effect of 
an increase in the demand for A on the supply of B. By a process 
of simple inversion, a proposition of Mrs. Robinson’s 2 assumes the 
following shape :—An increase in the demand for A will lead to a 
rise or to a fall in the supply of B according as the elasticity of 


1 If the firm is maximising its profit (the marginal cost of each joint product 
being equated to its price) and if its surplus profit is zero, then its output is such 
as to minimise average cost per unit of proceeds. It follows that for small 
changes in the neighbourhood of this point, the marginal cost of each joint 
product depends only on the ratio of their outputs and not on the absolute out- 
puts. The above definition of elasticity of substitution is then water-tight. 

In the same way, Mrs. Robinson’s original definition of elasticity of substitution 
between factors in joint demand is water-tight for the case of a firm which, 
employing only the two factors of production, is maximising its profit and earning 
no surplus profit; cf. A. C. Pigou, Economic Journat, June 1934, p. 233. 

2 Economics of Imperfect Competition, p. 258. 
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substitution is less than or greater than the elasticity of supply. 
The effect on the output, and therefore on the price, of B is the 
outcome of a conflict between the tendency for A to be produced 
in the place of B and the tendency for more of the composite 
commodity, A-—B, to be produced. ‘The strength of each of 
these tendencies is measured by the elasticity, in the one case of 
substitution, in the other of supply. 

In the case of perfectly inelastic supply, the supply of B is 
bound to be lowered as a result of the alteration in the proportions, 
except in the limiting case of perfect inelasticity of substitution 
(fixed proportions), when the supply of B (and of A too) is un- 
altered. In the case of perfect inelasticity of substitution (fixed 
proportions), the supply of B is bound to be raised. 

In the case of perfect elasticity of substitution (complete 
substitutibility), the supply of B is bound to be lowered, except 
in the limiting case of perfect elasticity of supply, when the supply 
of B is unaltered (and so the price of B, as well as the price of 
A).2 In the case of perfect elasticity of supply, the supply of B 
is bound to be raised 


1 The elasticity of supply in question is the elasticity of supply of the composite 
commodity, A-B. This composite commodity is heterogeneous in nature, 
since the proportion of A to B is altered when the demand for A alters. It is 
therefore necessary to define our units. To do so, we imagine one particular 
optimum firm in a given condition of the industry to vary the proportions in 
which it produces A and B. Then a unit of the composite commodity, A-—B, is 
such as always to involve the same average cost of production. Thus if the cost 
of maintaining a sheep is independent of the proportion in which it yields mutton 
and wool, a sheep may be taken as the unit of the composite commodity, mutton- 
wool, and the appropriate elasticity of supply is the elasticity of supply of sheep. 

An analogous difficulty arises when the concept of joint demand is applied, not to 
factors of production which co-operate in producing a perfectly definite commodity, 
but to commodities which by their co-operation fulfil certain needs. Sugar and 
tea are in joint demand and an increase in the supply of sugar will raise or lower 
the demand for tea according as the elasticity of substitution is less or greater 
than the elasticity of demand for cups of tea. But what is a cup of tea when its 
sugar content varies? The size of the cup must be varied in such a way that its 
contents would always command the same price, independently of their sweetness. 

2 At first blush the numerical example worked out by Mr. Henderson on p. 
69, note, of his Supply and Demand is one of perfect elasticity both of supply 
and of substitution, so that no matter what happens to the demand for mutton, 
the prices both of wool and of mutton are bound to return to their original levels. 
If this were so the example would fail to provide a very useful illustration of the 
general principle of joint supply. But Mr. Henderson concludes by pointing 
out that ‘the marginal costs may ... alter as the process of substitution 
extends. For the relative cost of maintaining merinos and crossbreds will not 
be the same for every farmer.’’ However, it can scarcely be maintained that 
the substitution of crossbred for merino sheep provides a very proper example 
of an alteration in the proportions of two joint products. 

3 Mr. Henderson’s statement (Joc. cit., p. 73) that “‘ it is not the case that an 
increased demand for mutton must necessarily increase the supply or lower the 


he 
it 
le 
he 
i- 
r 
r 
3 
1 
l 


244 THE ECONOMIC JOURNAL [JUNE 


It is only when the supply of the composite commodity, 
A-B, is perfectly elastic that it can be stated unambiguously that 
an increase in the demand for A will lead to a rise in the supply of 
B. Turning back now to the case of joint demand for, say, C and 
D, it follows in the same way that it is only when the demand 
for the final product is perfectly elastic that an increase in the 
supply of C is bound to lead to a rise in the demand for D. Now 
perfectly elastic supply is not only easy to conceive but is the 
natural assumption to make for the purposes of approximation ; 
but perfectly elastic demand seems scarcely worth considering. 
There is, however, one important case in which the demand is 
perfectly elastic—namely, the case of output as a whole, prices 
being measured not in money but in real terms. Since the 
price of anything in terms of itself must always be equal to 
unity, the demand in real terms for output as a whole is 
perfectly elastic.1_ Thus if we conceive of the national dividend 
as produced by two classes of factors of production, an in- 
crease in the supply of the one class must necessarily lead to a 
rise in real terms in the demand for the other class—on the 
assumption that full employment is always maintained. If 
capital and labour were the only factors of production an increase 
in the supply of capital would necessarily lead to a rise in real 
wages. This conclusion,? which is not, of course, new, is very 
important. While the effect of an increase in the supply of one 
factor on the reward to all other factors taken together depends 
on whether “ the relation of co-operation between the two factors 
is more important than the relation of rivalry,” * it is only the 
magnitude of the effect and not, as a careless reader of the 
Economics of Welfare might be led to suppose, its direction which 
depends upon such a comparison. For Professor Pigou is con- 
sidering the effect of an increase in the supply of capital on the 
demand for labour. It is clear that there are other factors of 
production besides capital and labour, and it should be emphasised 
that Professor Pigou’s conclusions would not apply equally to a 
world in which capital and labour were the only factors. In 
such a world, “the relation of co-operation between the two 


price of wool,’’ may be justified by appealing to the likelihood of imperfect 
elasticity of supply of sheep in general. On the other hand, if the supply of sheep 
is imperfectly elastic, no matter how slightly, and if Mr. Henderson’s numerical 
example is taken to suggest that the elasticity of substitution between mutton 
and wool is infinite, the supply of wool is necessarily decreased. 

1 Cf. my note in the Review of Economic Studies, October 1933, p. 76. 

2 For a recent formulation, see J. R. Hicks, Theory of Wages, p. 115. 

3 A.C. Pigou, Economics of Welfare, p. 661. 
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factors’ would necessarily be ‘‘ more important than the relation 
of rivalry,” and it would be wrong to suppose that this question 
‘is not one to which an a priori answer can be given.” For the 
elasticity of demand, being infinite, would necessarily exceed the 
elasticity of substitution. The magnitude of this excess would 
have to be judged from ‘the general teaching of experience,” 
but there would be no doubt about its existence. Only the 
limiting case of infinite elasticity of substitution, as, for instance, 
** if the only sort of capital instruments which mankind had learned 
how to make were a kind of Frankenstein monster capable of 
exactly duplicating the labour of manual workers, and not capable 
of doing anything else,” would the degree of rivalry be as great 
as the degree of co-operation : in this limiting case an increase in 
the supply of capital, while still failing to lower the demand for 
labour, would leave the demand for labour unaltered. 

But the fact that in the real world capital and labour are not 
the only factors of production, provides an a priovi basis for the 
possibility that the relation between capital and labour will be 
predominantly one of rivalry rather than of co-operation.' This 
possibility is the stronger the more important is the part played 
by the other factors—so much is obvious—and the less elastic is 
their supply. It is by calling into operation the Law of Diminish- 
ing Returns from an inelastic supply of a third group of factors, 
that an increase in the supply of one factor may, under certain 
circumstances, cause a lowering in the demand for a second. 
The reason why “ the opening up of rich quarries of slate or the 
increase in numbers or efficiency of quarrymen . . . would 
injure the makers of roofing tiles or producers of building materials, 
more than it benefited them as consumers,” ? is to be traced to the 
fact that the resulting rise in the standard of housing would not 
result in a sufficiently large expansion of the population. 

But “all other agents of production will benefit,” taken in 
the mass. On that point Marshall is quite explicit: ‘‘ For in- 
stance, if without any other charge, capital increases fast, the rate 
of interest must fall. . . . There will result an increased pro- 
duction, and an increased national dividend: . . . the loss of one 
agent of production must result in a gain to others; but not 
necessarily to all others.” 


King’s College, 
Cambridge. 


R. F. Kaun 


1 For a more precise investigation of this matter, see Mr. Champernowne’s 
article. 
2 Marshall, Principles, p. 537. 3 Tbid. 
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A MATHEMATICAL NOTE ON SUBSTITUTION 


§ 1. I propose to unravel the following problem: “ What 
determines, in an industry, whether a small increase in the amount 
of one factor will raise or lower the demand, in terms of money, 
for another factor ? ” 

§ 2. For the analysis of this problem certain simplifying 
assumptions must be made. We must suppose that not more 
than three factors are employed: they must be sufficiently 
mobile, and they and their product must be sufficiently homo- 
geneous, for there to be ascribed a unique amount of product, 
F(ayz), corresponding ! to amounts employed 2, y, z and a unique 
demand price, p(/’), corresponding to each amount, F, of product. 
We must suppose that the demand prices, in terms of product, 
for the factors x, y, z are uniform throughout the industry and are 
equal to functions X(xyz), Y(ayz) and Z(ayz) of the amounts of 
the factors employed in the industry. It is convenient to assume 
also that the supply price of each factor is independent of the 
amounts of the other factors. 

These assumptions do not imply perfect competition in the 
sale of product or the hiring of factors, but they do imply that the 
way in which an increase in the supply of the factor is distributed 
among different producers within the industry is given. The as- 
sumptions do not imply that the market is either closed or per- 
fectly open to the entry of new firms, but they do imply that 
we know how the number of firms and the distribution of 
resources will change with the change in the size of the industry’s 
output. 

§ 3. In the case where only two factors are employed, a simple 
answer to the problem is found : the demand for the other factor 
will be raised or lowered according as the elasticity of demand for 
the product of the industry exceeds or falls short of a critical 
value, 7,,, equal to the elasticity of substitution of one factor y 
for the other factor x. 

In the case where three factors are employed, the criterion is, 
of course, again whether elasticity of demand for product exceeds 


1 Corresponding, that is to say, when the adjustments required by the new 
situation have come about, 
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or falls short of a critical value »,,. In this case, however, nyz 
is determined by three sets of influences : 


(i) elasticity of substitution between the two factors ; 
(ii) elasticities of substitution between the third factor and 
the two factors ; 
(iii) the significance of the third factor and stickiness to 
changes in its amount. 


Nyx Will rise or fall with the elasticity of substitution between 
the two factors, but will differ from it because of the possibility 
of changes in the amount of the third factor. The size of this 
difference will depend on the elasticities of substitution with the 
third factor, and in most cases will be the smaller, the smaller 
is the “ significance” of the third factor, and the greater its 
** stickiness in amount.”’ These terms will be defined in « later 
section. 

These rules will in certain cases enable us to éstablish limits 
within which y,, must lie, although we can only form rough 
estimates of the elasticities of substitution and very rough 
estimates of the significance of the third factor and of its 
“ stickiness in amount.” 

§ 4. In order (a) to make the meaning of the statements precise 
and (b) to demonstrate them, I shall employ an unusual notation 
the use of which saves time and mental effort : 

Let # denote A log, “‘ the small proportional change in,”’ and 

) d(log ,A(log ) 
the operators and — denote and so that, 
for instance, 
Ax EF _«dF eF _«0F 


I shall assume the following types of identity, which can easily 
be verified : 


E(pP) _ 
Ep + EF = (pF); Ex Type I. 
Ep _Ep EF 
Ex = EF Ex Type pia 
EF(zy) _eF e¥ 


Elasticity of curve p = p(F) is + 
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§ 5. With the help of this notation I shall first analyse 7,,, 
the critical elasticity of demand, in the case where only two factors 
are employed. 

I define elasticity of substitution of the factor y for the factor 
x to be: 

“The proportional change in total product F divided by the 
proportional change in Y, the demand price, in terms of product, 
of one factor, when the amount y of that factor is held fixed and 
the amount 2 of the other factor is varied.” 

This definition must be interpreted as referring to very small 
changes taking place over the period under consideration. 

The definition may be expressed symbolically : 


Elasticity of Substitution of y for x, = 
HY. y const. 

In order to prove that y,,, the critical value of the elasticity 
of demand for product, is equal to the elasticity of substitution 
oy,, We may consider the case where elasticity of demand » actually 
has the critical value y,, so that 


This equation is a symbolical expression of the definition of 
elasticity of demand. 


1 This definition agrees with the mathematical definition given by Dr. Hicks 
in Theory of Wages, p. 244, if we assume with him that the wage of the factor y 


is equal to the value of its marginal product Pi 


For in this case Y = nl so that our definition, 


oy 
ar OF y, aF 
EF__ jy AF _ _ oy 
OYy const. Ox Oy 


which is Dr. Hicks’ definition. 


There are two important cases when the assumption Y = a is satisfied : 

i. When there is perfect competition and absence of external economies and 
the number of firms is fixed. 

ii. When there is perfect competition and absence of external economies or 
diseconomies, and the number of firms alters so that, throughout, total 
sales proceeds are equal to total wages paid to the two employed factors. 


In the second of these two cases it can be shown that the definitions are equivalent 
also to the definition given by Mrs. Robinson (Economics of Imperfect Competition, 
p. 258)—“ the proportional change in the ratio of the amounts of the two factors 
divided by the proportional change in the ratio of their marginal productivities 
to the firm.”” But in other cases our definition differs from those given by these 
writers, and our results must not be interpreted in terms of their definitions of 
elasticity of substitution. 
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We may also make use of the equations 
Ex + 0, Hy = 0, and E(pY) = 0, 


expressing the condition that when the supply of the factor x is 
changed, and the amount of the other factor y is held fixed, the 
demand price for the other factor will not change. 

Since E(pY) = 0, we-have, by identity type I, Ep = — FY, 
expressing the fact that, in order that demand price (proper) of 
y may remain constant, the increase in demand price (in terms of 
product) of y must be balanced by the decrease in price of product. 

It follows that 


These equations express the fact that elasticity of demand 
and elasticity of substitution are defined as fractions, whose 
numerators are identical and whose denominators-must be equal 
where the elasticity of demand has the value »,,. 

We have thus established the result stated above, that the 
critical value of elasticity of demand is equal to the elasticity of 
substitution. It follows that where two factors are employed, 
a small increase in the supply of one will raise or lower the demand 
for the other according as the elasticity of demand is greater or 
less than the elasticity of substitution. 

§ 6. I now proceed to the case where three factors are em- 
ployed. In doing this I shall define elasticity of substitution, 
significance, and stickiness in amount, and obtain a formula 
giving 7,, in terms of elasticities of substitution and the significance 
and stickiness in amount of the third factor. By assuming all 
these quantities to be positive, I shall deduce elementary rules 
for establishing the direction of, and limits to, the error involved 
by neglecting all the influences on 7,;, except the relevant elas- 
ticity of substitution. I shall apply these rules to an imaginary 
example, and calculate limits within which 7,, must lie. Finally, 
I shall examine theoretical issues involved in estimating elastici- 
ties of substitution, stickiness in amount and significance, and 
discuss the conditions under which these quantities can be negative. 

§ 7. I define elasticity of substitution of y for x to be: 

“The proportional change in the total product F divided by 
the proportional change in Y, the demand price, in terms of 
product, of one factor y, when the amount of the factor x is varied, 
and the amounts of the factors y and z are held constant.” 

This definition refers to small changes taking place over the 
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period under consideration. The definition may be expressed 


symbolically— 
Elasticity of substitution of y for x = o,, = — 
yz const. 


Consider the case in which the amount of the third factor is 
fixed; the critical value of the elasticity of demand for product, 
Nyx, Must again be equal to elasticity of substitution of y for x. 
The proof is the same as in the case where there were only two 
factors employed. 

The proof and the result could not, however, be extended to 
cover the case where the amount of the third factor might vary, 
unless the definition of elasticity of substitution were adapted 
to the form: ‘‘ The proportional change in the total product 
F divided by the proportional change in Y, the demand price in 
terms of product of one factor y when the amount of the factor 
x is varied, the amount of the factor y is held fixed and the amount 
of the factor z is left to vary according to the law of supply and 
demand.”’ To that adaptation there is a serious objection. By 
extending the definition of elasticity of substitution of y for 2, 
in such a way as to allow for variations according to the law of 
supply and demand in the amount of the third factor, we should 
be allowing the other influences to creep in under the guise of the 
elasticity of substitution. The concept so defined would be a 
hotch-potch, composed of elasticity of supply of the third factor, 
its elasticities of substitution and other irrelevant influences. 
It would be little easier to estimate or to analyse than 7,, itself : 
in the language of Professor Pigou, it might be said, that to frame 
such a definition of elasticity of substitution would be to construct 
an unnecessary bridge.! 

Accordingly, I reject the suggested adaptations to the definition 
of elasticity of substitution of y for given above and retain 
the original form. This entails our problem being approached 
from a new angle. 

I define elasticities of substitution o,, and o,, of y for z and 
of z for x in the same manner. 


1 See A. C. Pigou, Economic JourNAL, June 1934, p. 240. It must be conceded, 
indeed, that even in the case where two factors are employed elasticity of sub- 
stitution as originally defined may be influenced by circumstances such as the 
degree of competition between firms within the industry, in the sale of product and 
in the hiring of factors, or by the existence of external economies or diseconomies. 
To this there need be less objection, since these influences are so closely bound up 
with any substitution of one factor for another in anindustry. But the elasticity 
of supply of a third factor, and the technical ease with which a third factor can 
be substituted are irrelevant considerations which should not appear as part of 
the elasticity of substitution between two factors. 


VE 
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I define the significance of the third factor z to be “ pro- 
portional change in total product F divided by the proportional 
change in the amount of z when the amount of the factor z only 
is varied.” 

This definition may be expressed symbolically : 


1 EF 
Significance of z = 
This quantity will bear a close relation to the ratio of total sales 
proceeds to total wages of the factor z. 

I define “‘ stickiness in amount ” of the factor z to be: 

“ the reciprocal of elasticity of supply of z + the reciprocal of 
elasticity of demand, in terms of product, for z, where the amounts 
of the other factors are fixed.” 

This definition may be expressed symbolically : 


Stickiness in amount of z = 7, = i _&& 


& 
where s, is elasticity of supply of z, and Z is its demand price 
in terms of product. 

§ 8. Under the simplified conditions which we are considering, 
Nyx the critical value of elasticity of demand depends only on the 
elasticities of substitution o,,, o,, and o,;, and the significance, 
1/i,, and stickiness in amount, j,, of the third factor. 

The formula expressing 7,, in terms of o,,0,.0.,1:j, 1s cum- 
brous, but it can be wielded so as to provide interesting results 
in certain cases. 

The formula is 


(oy, Oyz)(Gyz = Orr) (1) 


The proof of the formula is as follows :— 

Suppose that three factors only are employed in an industry 
in amounts xyz and let F(ayz) be the amount of their product, 
and p(f) be its demand price. Let X(ayz), Y(ayz) and Z(xyz) 
be the demand prices in terms of product, of the factors x, y and z. 
Let €(z) be the (money) supply price of z, and let s, be its elasticity 
of supply. 

Suppose that the elasticity of demand for product, 7, has the 
critical value 7,,. This means that a small proportional change 
Ex in the amount of the factor zx will leave unaltered y, the amount, 
and pY, the demand price, of the factor y, and that the demand 
price, pZ, will remain equal to the supply price é of the factor z. 
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From this knowledge we can deduce, by mathematics, the 
formula (1). For the knowledge can be expressed : 
Ex + 0, Hy = 0, E(pY) = 0, E(pZ) = . i 
also, by identity type V, 7 = — Ep’ & = | ii 


(these equations express the definitions of elasticity of demand 
and elasticity of supply). 
From equations i, by identity type I, 


Ep + EY =0, Ep + EZ = HE, = 


so that by equations ii, 


Nyx Nyx 


whence, since Ey = 0, we obtain by identity type IV, 
1 eF + | 1 ef = 


EF + BZ =* ng 


Nye ex | ex| Nyx C2 
and 
leF , leF eZ 1 
For — — — we may write — j., where j, is the stickiness in 


amount of the third factor z. Then since Hx + 0, 


CZ 


Dividing the first column by and the second column by . . 


we obtain, by virtue of identities of type III, 


Nyx EF yz const. Nyx EI zy const 0 
1 EZ 1 


eF 


since the significance of z, 1/i,, is defined so that i= = Also 


by definition, 
EF EF EF 


yz const. zy const. LZ, const. 


| 
! 
| Nye EF yz const. Nye 
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Hence 
ji 
‘Nye Oye 
1 1 1 
— — 


which may be manipulated into the form 


— Nyx Oyz — Oye 
which means 
— 
— Tye = (yz yz) (Oye en) ( I ) 


This is the equation which we set out to prove. 

§ 9. Let us now suppose that o,7,02;,0y,,7,,j2 are all positive 
(the significance of this assumption will be discussed later). 
Then equation (1) may be reduced to the form 

+ 


where A BC D are all positive. 

From this equation the following result can be deduced. 

Rule 1. For given positive values of the other coefficients, 
Ny Will be greater the greater the (positive) value of elasticity of 
substitution of y for x. 

Rule 2. It can be seen directly from equation (1) that »,, will 
be greater or less than o,, according as o,, does or does not lie 
between o,, and o;;. 

To estimate the magnitude of the error between the values of 
Nyz and oy, it is convenient to reduce equation (1) to the form 


Oye Oye Oya 
which means that: 

Rule 3. The proportional error of 7,, from o,, the elasticity of 
substitution of y for x, is less than the product of the proportional 
errors from o,, of the two other elasticities of substitution, by 
an amount dependent on the significance and stickiness in amount 
of the third factor. It is obvious from formula 2 that the error 
will be the less the less significant and the stickier in amount is 
the third factor. 

§ 10. These rules would enable us to determine limits within 
which 7,, must lie provided that we could form rough estimates 
of the elasticities of substitution, and very rough estimates of 
the significance and stickiness of amount of the third factor. 

No. 178.—VvoL. XLv. s 
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Suppose, for instance, that we have formed the following 
estimates of the elasticities of substitution, 


2<o,, <3, 05<0,,< 2, 1<o,,<2 
and had estimated limits to the significance and stickiness in 
amount of the third factor, 


1 ol 
<4, 


we could tell by Rule 2 that y,, was less than the elasticity of 
substitution of y for 2 and must be less than 3. 

By Rule 1 we could tell that 7,, would be least when % = 2, 
and by Rule 3 we could tell that the proportional error in this 
case would be less than 0-375 = 0-75 x 0-5 (the product of the 
proportional errors of o,, and o,, from o,,). This establishes 
limits for y,, ... 1:25<y,,<3. Moreover, by formula 2 the 
maximum suena error is less than 0-375 in the ratio 


1+ ij, @ “2 (i.e. at least in the ratio 1-5 taking the smallest 


values of ue j:). Thus the maximum proportional error of »,, 
from o,, if o,, = 2 is 0-25. This narrows the limits for 7,, to the 
values 5 < < 3. 

In order to determine in this manner limits within which 
Nyz must lie, it is only necessary to form rough estimates of the 
elasticities of substitution, and to know that these and the sticki- 
ness in amount of the third factor are positive. We have seen 
that the limits for 7,, may be narrowed, if we can form rough 
estimates, also, of the significance and stickiness in amount of 
the third factor. 

§ 11. Certain theoretical issues arise in connection with estima- 
ting and interpreting elasticity of substitution, significance and 
stickiness in amount. These may be considered in turn. 

Elasticity of substitution may be negative. This will only be 
the case if the degree of rivalry between the two factors out- 
weighs the degree of co-operation between them, in the sense 
that a small increase in the supply of one factor alone will actually 
decrease the marginal productivity of the other factor. Thus, 
we have the paradox that between perfect substitutes, elasticity 
of substitution is likely to be negative, so that a negative value 
of elasticity of substitution must be regarded, not as less than 
zero, but as greater than any positive value, in fact as “ greater 
than plus infinity.”” This violent paradox arises from the fact 
that when the reciprocal of elasticity of substitution is decreased 
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continuously from a small positive value, through zero, to a small 
negative value, elasticity of substitution itself changes from a 
large positive value through plus infinity to a large negative value. 
The same difficulty arises in connection with elasticity of supply, 
where a negative value may mean, not extremely inelastic supply, 
but an elasticity of supply ‘“ greater than plus infinity,” in the 
sense that a larger amount will be supplied at a smaller price. 

If elasticity of substitution of y for x is negative, the critical 
value of elasticity of demand will be large, and may even itself 
be negative (greater than plus infinity) if the third factor is sticky 
in amount and of small significance. 

In the absence of further information regarding two factors not 
very nearly related technically (i.e. whose amounts can be very 
easily varied independently, but which are in no measure direct 
substitutes, the one for the other), the most plausible estimate of 
elasticity of substitution is unity. For in this case, when the 
supply of one factor is increased, the efficiency-of units of the other 
factor on the margin of employment is likely to be increased in 
about the same ratio as the efficiency of all units of that factor in 
employment. The average productivity of the factor is then 
likely to be increased in about the same ratio as its demand price, 
in terms of product. But average productivity must change in 
the same ratio as total product F : hence, the proportional change 
in the total product F must be roughly equal to the proportional 
change in the demand price in termsof product of the second factor. 
It follows that a plausible estimate of elasticity of substitution 
in such a case is unity. 

Although this is the most plausible estimate in such a case, 
it is a very unreliable estimate. There is merely a presumption 
that where a third factor has no very close technical relationship 
(in the above sense) with the two others, its elasticity of substitu- 
tion with them will lie somewhere near unity; how near, it is 
indeed difficult to establish by general reasoning: particular 
cases will require particular study. 

An estimate of 1/i,, the significance of z, may be made by 
dividing an estimate of the proportion of sales proceeds going as 
wages to the factor z, by an estimate of the ratio of the wage rate 
é of z to the value of its marginal product to the industry.! 


This ratio (é = r=) may be estimated by calculating the 


1 = i = 
For i, = 1 = 
oz 


s2 


E 
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wage rate of z as a fraction of its marginal productivity to the 


1 
firm (this fraction should be + where 7’ is elasticity of 
i+; 
8; 


demand to the individual firm and s,’ is elasticity of supply of z 
to the individual firm), and correcting for any divergence between 
= and “ marginal productivity to the individual firm,” due to 
external economies or the possibility of entry of new firms to the 
industry.” 

Where there is a high degree of competition within the industry 
in the sale of product and hiring of the factor z, and where there 
are no substantial external economies, the wage of z should form 
a substantial fraction of its marginal productivity to the industry 
and the significance 1/2, will be nearly equal to the ratio of the 
total wages of z to total sales proceeds. ‘The significance of z, 1/i., 
will in general have a positive value. 

An estimate of j,, the stickiness in amount of the third factor, 
involves estimates both of s,, the elasticity of supply of z, and of 


a , the elasticity of demand, in terms of product for z, 
Ley const. 
where the amounts of the other factors are held fixed. — = 


ry const. 
will usually be small and positive, since any increase in the amount 
used in the factor 2 when unaccompanied by any increase in the 
amounts of other factors is likely to decrease considerably the 


Let F’ denote the product of a firm, and similarly let the addition of a dash 
to any symbol denote that the symbol refers to the individual firm instead of to 
the industry. Then in considering what amount z’ to use of the factor z, with 
given amounts 2’y’ of the other factors, the entrepreneur will maximise p’I’’ — £’z’ 
so that for a small change in 2’: 

A{p’F’} = A{&’2} p’F’E = 
(Ep’ + BE’) = + Ez’) 


2 The fact that the number of firms may vary is likely to make - smaller, 


and the existence of external economies is likely to make vd larger than it would 


otherwise have been. 


e 
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marginal efficiency of z. The elasticity of supply of z is also likely 
to be positive, so that usually j, will be positive and fairly large. 

It is, however, possible for j,, the stickiness in amount of z, to 
be negative in particular circumstances. For instance, stickiness 
in the amount of labour may be negative in Malay, where a decline 
in the demand for rubber may decrease wages and increase the 
amount of work done. In most cases, however, the elasticity of 
supply of the third factor will be positive, and the stickiness in 
amount of the third factor will be greater than the reciprocal of 
its elasticity of supply. Where stickiness in the amount of the 
third factor is negative y,, must be estimated direct from the 
formula (1), for in this case the Rules 1, 2 and 3 become invalid. 

§ 12. Under certain circumstances, 7,, may have a negative 
value, and this should be interpreted as a value “ greater than 
plus infinity.” When y,, has a value “greater than plus 
infinity,” it means that unless the demand curve for the industry’s 
product is upward sloping to the right, an inérease in the amount 
of the factor x must decrease the demand in terms of money for 
the factor y. 

The value of y,, cannot be “ greater than plus infinity ” if all 
the five quantities o,,0,.0,;1.j, are positive. But if one of them is 
negative, y,- may be greater than infinity, and whether it will 
be so depends on the relationship of the elasticity of substitution 
of y for x to the product of the four other quantities (namely, 
the elasticities of substitution with the third factor, the reciprocal 
of its significance and its stickiness in amount). 

We can see this by expressing equation (1) in the form 


1,1 


Nyx Will be greater than plus infinity if = +5 <0 where P is 
yt 


the product of the four other quantities, o,,0;.7,j.. There are 
thus three cases in which 7,, will be greater than plus infinity : 

(1) elasticity of substitution of y for a positive, but the product 
of the four other quantities negative and smaller than it in 
magnitude ; 

(2) elasticity of substitution of y for x negative and smaller 
in magnitude than the product of the other four quantities ; 

(3) elasticity of substitution of y for x negative and also the 
product of the other four quantities negative. 


E 

f 
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In the particular case where the elasticity of demand for the 
industry’s product is infinite, an increase in the amount of the 
factor x will lower the demand for the factor y in these three cases, 
and in these cases only. This result is only applicable to the 
case of a closed community if the product of that community is 
homogeneous. 

§ 13. There are considerable difficulties in extending the above 
analysis to the general case where n factors are employed in an 
industry, (n > 3), since equation (1) then takes the complicated 
form 


> ( y 1 
s=1 
Nyc = A 
where A is the determinant 
1 1 1 1 
1 ij 1 1 
1 1 1 
Orr 
1 1. 
and where 
ay Ae 


Gn—1,1 %—3,2 +++ 0-1 


are the co-factors of the (n — 1)? elements of this determinant, 
and the notation of 7’s and j’s is extended to the new factors. 
Since any estimate of ,, must involve a wide margin of error, 
it is probably wiser to treat all other factors as a single third 
factor z and to allow a margin of error correspondingly wider.? 


D. G. CHAMPERNOWNE 
King’s College, Cambridge. 


1 The proof of this formula is exactly similar to the proof given for the case 
of three factors. 

2 Although the case where 4 factors are employed might be analysed in order 
to discover the effects of heterogeneity in the third factor. 


A NOTE ON THE EQUILIBRIUM RATE OF INTEREST 


Monetary theory has concerned itself recently with two 
tasks—to lay bare in an existing situation the forces making for 
disharmony, and to provide some conception of the nature and 
the extent of disequilibrium at a given time. The saving- 
investment relationship of Mr. Keynes has been successful in 
helping towards these ends; it rests upon a classification attract- 
ing attention to the significant movements of a changing situa- 
tion, and mirrors the results of these movements in the relation- 
ship inherent in the classification. Nevertheless, certain objec- 
tions can be urged: for example, that the classification is based 
upon the concept of a normal aggregate of profits, while it may 
be doubted whether the normalcy of profits can be referred 
solely to their extent without question as to their distribution.? 
Again, the relationship only takes notice of a disequilibrium 
when its effects have been felt upon “profits *’—it takes no 
account of ‘‘forced’’ investment (in stocks) or ‘‘ induced ”’ 
disinvestment (liquidation), the importance of which can be 
shown by Mr. Hawtrey’s analysis.” 

The objection more closely connected with the subject- 
matter of this note is that the relation does not summarise the 
causes of disequilibrium; it is the result of a classification 
enabling those causes to be appreciated.? Maybe this should 
be thought unimportant; yet the following considerations arise. 
Disequilibrium is explained (or described) in terms of concepts 
that have satisfactory meaning only when referred to equi- 
librium conditions, and thus disequilibrium is not satisfactorily 
treated in terms of its own circumstances.’ 

To explain disequilibrium in terms of a discrepancy between 
the equilibrium and the market rates of interest promises an 


1 The definitiveness of the relationship depends upon the definitiveness of 
the classification. 

2 «*«Consumers’ Income and Outlay,” The Manchester School, Vol. II, No. 1; 
The Art of Central Banking, pp. 84-115. 

3 Cf. Hawtrey, The Art of Central Banking, pp. 332-411. 

4 And the adoption of Mr. Keynes’ classification precludes concepts of saving 
and investment—following Mr. Robertson (Economic JouRNAL, September 
1933)—which relate them to the causes of disequilibrium. Perhaps before this 
can be done we shall have to realise that the value of output is a magnitude of 
comparative unimportance to the monetary theorist. 
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alternative approach that may be free from such difficulties. 
The relationship of an existing disequilibrium to an existing 
discrepancy between these rates would provide a self-contained 
explanation of the causation as well as of the extent of dis- 
equilibrium. It is clear that a concept of this nature could be 
capable of resolving difficulties that have not satisfactorily been 
met along more accustomed lines. 

It is the nature of an equilibrium rate of interest around 
which the problem centres, just as it is the nature of saving and 
investment upon which it is difficult to decide. It is easy enough 
to see the use to which a satisfactory concept could be put: the 
difficulty is to give real meaning to something one deems it 
desirable to identify. 

To this end, various definitions of the equilibrium rate of 
interest have been attempted. Wicksell’s relation of the normal 
and equilibrium rates to the value of money has been rejected, 
because intrinsically it is no more than a restatement of the 
problem. Mises, in his Theory of Money and Credit, offers 
nothing that satisfactorily fills the place of the rejected definition 
of Wicksell. He appears to agree with Wicksell that a dis- 
tinction must be drawn between the Money Rate of Interest 
and the Natural Rate or “‘the rate . . . that would be deter- 
mined by supply and demand if actual capital goods were lent 
without the mediation of money.” ! He further identifies the 
natural rate with “‘ the rate determined at the time by the whole 
economic situation.” 2 On the former, Professor Hayek makes 
the following observation: “‘If this . . . definition were correct, 
Dr. G. Halm would be right in raising the objection that a uniform 
rate of interest could develop only in a money economy.” ? For 
my own part, the second is quite unhelpful. 

Mr. Meade offers a definition that gives a clearer guide to 
the meaning of the concept. ‘‘ A neutral money system is one 
which simply interprets the decisions of individuals, of com- 
panies or of the Government without, by its own action or 
inaction, making the effects of such decisions different from 
what they would have been in a non-monetary economy. A 
neutral money system is then, on the assumption of a constant 
population, one which maintains Final Incomes (= value of 
output) constant. We shall see later how by lowering the rate 
of interest the banking system can increase and by raising the 
rate can decrease Final Incomes; the equilibrium rate of interest, 


1 The Theory of Money and Credit, p. 355. 2 Op. cit., p. 359. 
3 Monetary Theory and the Trade Cycle, p. 210. 


1935] A NOTE ON THE EQUILIBRIUM RATE OF INTEREST 261 


again on our assumption of a constant population, is defined 
as that rate which keeps Final Incomes constant.” + 

Within this quotation two forms of definition are implied : 
the first sets up as a criterion for the operation of a monetary 
system the operation of a non-monetary system; the second 
asserts that a neutral system maintains constant the money value 
of output—the equilibrium rate being the rate that satisfies these 
conditions separately or severally. It is likely that Mr. Meade 
has in mind in the first part of the quotation the necessity in a 
non-monetary economy for a reduction in consumption to result 
in investment. In such an economy, a decision to save is not 
only a decision to invest; ? it constitutes investment. But more 
is implied than this identity; namely, that the “ interpretations 
of decisions” by a monetary economy can be the same as by a 
non-monetary economy. In general, there is no presumption 
that this is so. If a definition is to be formulated along these 
lines, it is necessary that the variety of decisions to be commonly 
interpreted should be indicated. If we take the two definitions 
together, constancy in Final Incomes is not a sufficient 
condition to ensure that the interpretation of decisions shall 
not be coloured by the presence of a monetary economy. If 
the second part of the definition is allowed to stand by itself, 
I do not feel that the concept we desire is brought very much 
nearer. Essentially, it would appear, the condition of constancy 
in Final Incomes is to ensure that a decision to economise should 
find expression in investment: the provision that an increasing 
population shall be accompanied by expanding money incomes 
and Final Incomes is presumably to meet the difficulties of 
building money balances and circulating capital. If this line 
of inquiry is carried forward, it appears largely a matter of 
assumptions whether money incomes and Final Incomes should 
be expanded or remain constant. A system must be judged 
neutral or active not according to some a priori criterion, but 
according to its appropriate relation with the behaviour of people 
in a monetary economy.® If we admit that the value of output 
should be altered with alterations in population, it is not easy 
to see why Final Incomes should not vary with changes in the age 
distribution of population, with alterations in the hours of work, 

1 The Rate of Interest in a Progressive State, p. 11. 

2 In a money economy, this is not so in other than a mystical sense. 

3 Cf. Harrod, Economica, August, 1934, pp. 286-299. Also Hawtrey, op. 
cit., pp. 303-32. 


‘ Cf. Hawtrey, op. cit., p. 303 ff. Money and Index-Numbers. 
5 Cf. Robertson, Economica, November, 1934, p. 474. 
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and in the intensity of work, and with variations in the quanta 
of other factors of production. Is there anything in the nature 
of changing population itself that identifies it as peculiar in the 
demands it makes upon monetary policy ? 

In relation to this conception of neutrality and of the equi- 
librium rate, it would appear that the level of Final Incomes is 
unimportant provided that no alteration is induced by some 
such disharmony as is indicated by an inequality between Mr. 
Keynes’ saving and investment. If this is so, this interpre- 
tation of the equilibrium rate of interest is identified as closely 
akin to that rate existing when saving does equal investment 
(with Mr. Keynes’ definitions). I do not see that the concept 
can be applied directly to illuminate conditions of disequi- 
librium.” 

Finally, must be considered Professor Hayek’s concept, which 
has been used, I think, avowedly to throw light upon the mone- 
tary causes and the nature of disequilibrium. Professor Hayek 
says: “* Wicksell . . . correctly defined (the natural rate of 
interest) as ‘that rate at which the demand for loan capital just 
equals the supply of savings.’’’? And, again, ‘‘ The ‘ natural’ 
or equilibrium rate of interest which would exclude all demands 
for capital which exceed the supply of real capital is incapable of 
ascertainment—‘ Real capital’ stands here as the only short . . . 
expression which I can find for that part of the total money 
stream which is available for the purchase of producers’ goods, 
and which is composed of the regular receipts of the turnover of 
the existing producers’ goods . . . plus new savings.” 4 

On the basis of recent discussions on monetary theory, the 
above cannot be judged definitions; for they leave the reader 
to interpret for himself the meaning of ‘ savings’’ and “ new 
savings ”’: and, consequently, they do not allow him fully to appre- 
ciate the nature of Professor Hayek’s concept.5 They merely 
indicate that the existence of a monetary, and more especially 
of a credit system introduces a degree of arbitrariness in the 
level of interest rates—an arbitrariness that has been appreciated 
during many years by Exchequers. Consequently, the imper- 


1 See, however, The Rate of Interest in a Progressive State, pp. 48-51. 

2 This is not to suggest that Mr. Meade designed his concept for such a 
purpose. 

3 Monetary Theory and the Trade Cycle, chap. v. para. iv. 

4 Prices and Production, p. 108 and n. 

5 Cf. Economic JouRNAL, September and December, 1933: ‘‘ Saving and 
Hoarding ’’ by D. H. Robertson, and by J. M. Keynes, R. G. Hawtrey and 
D. H. Robertson. 
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fection in definition of the equilibrium rate of interest does make 
unsatisfactory an explanation of disharmony couched in terms 
of a divergence between the market and equilibrium rates of 
interest. 

Two species of difficulty arise: the one connected with the 
elucidation of the concept—following imperfect comprehension 
of the meaning of the definition—the other with the consequences 
of its application. 

The equilibrium rate of interest is identified not only in 
conditions of equilibrium, however these conditions may be 
defined, but also in the various phases of industrial fluctuation.+ 
Evidently, then, we must imagine that during the ‘“ boom” 
period the situation is characterised, among other things, by 
the market rate of interest falling below the equilibrium rate. 
What must we understand by this equilibrium rate? It is 
difficult to identify it with the rate which, under different cir- 
cumstances, would equate the demand for and supply of “ real ” 
capital were the system in equilibrium. For it appears certain 
that in times of activity the market rate will be substantially 
above this level, just as the depth of depression is accompanied 
by market rates substantially below it. If we can imagine that 
the closest approximation between the two rates will be given 
when industry is riding its most even keel, we are surely right 
in accepting this as true. Although Professor Hayek’s definition 
becomes most explicit under equilibrium conditions, this inter- 
pretation would explain ‘‘ boom” by conceiving equilibrium 
rate in defect of market rate, and would, presumably, necessitate 
the conclusion that the period of production shrinks in times of 
more than usual activity. Clearly, this would seriously mis- 
construe Professor Hayek’s meaning. 

The following offers itself as an alternative. We can imagine 
the equilibrium rate to be that which would in the existing cir- 
cumstances equate the demand to the supply of “ real ”’ capital.” 


1 Cf. Prices and Production, Lecture III, p. 65, quotation from Mises: ‘‘ The 
first effect of the increase of productive activity, initiated by the policy of the 
banks to lend below the natural rate of interest is . . . to raise the prices of 
producers’ goods while the prices of consumers’ goods rise only moderately. . . . 
But soon a reverse movement sets in: the prices of consumers’ goods rise and 
prices of producers’ goods fall, 7.e. the loan rate rises and approaches again the 
natural rate of interest.’”” Theorie des Geldes und der Umlaufsmittel, 1912, p. 
431. 

Also p. 80: ‘‘ Let us assume that for some time, perhaps a year or two, the 
banks, by keeping their rate of interest below the equilibrium rate, have ex- 
panded credit, and now find themselves compelled to stop further expansion.” 

2 Failing a suitable definition for this term, I am thinking of the supply as 
excluding at least some of the funds that owe their existence to a liberal bank 
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In conditions of ‘‘ boom,” therefore, this equilibrium rate would 
lie above market rate, which, in its turn, would lie above that 
rate of interest appropriate to and maintaining equilibrium. The 
difficulty is to think of this rate as an equilibrium rate. The 
rate must necessarily be largely influenced by elements of dis- 
equilibrium inherent in the circumstances of the time.1 As a 
corollary, the equilibrium rate would be a dependent function 
of the market rate—the lower the market rate, the higher must 
we imagine the equilibrium rate to be, and vice versa. Even 
could we clarify our notions to give full meaning to such a con- 
cept, it would, I think, be misleading to recognise this conceptual 
rate as our equilibrium rate. For, in the first place, in any 
given situation, the rate could only be one rate out of many 
possible equilibrium rates, while, in the second place, the estab- 
lishment of the rate would not result in equilibrium. Nor is 
there any reason to suppose that the rate would survive into a 
position of complete monetary and economic equilibrium. It 
could be an equilibrium rate only in name. 

The enunciation of a satisfactory definition is, then, not the 
only problem confronting us. 

We turn now to Professor Hayek’s application of the equi- 
librium rate of interest. The theory of the trade cycle is based 
upon this elusive concept: how far can it be upheld in the light 
of the difficulties that appear to present themselves? Essentially, 
the suggestion is that when market rate falls below equilibrium 
rate, industry is tempted to adopt a structure that cannot be 
held when market rate again rises, but which could be maintained 
were that market rate maintained. 

The real changes in industrial structure that Professor Hayek 
seeks to connect with a divergence between market and equi- 
librium rates can be given a different complexion if we adopt an 
approach free from this hypothesis. It may be thought that 
the alternative picture is equally in accord with the facts as we 


policy. For the purpose of this argument, it is sufficient to know that the 
“real”? supply is less than the “ actual ’’ supply in times of “ boom,” and in 
times of depression more. 

1 Cf. Mises, op. cit., p. 361: ‘‘. . . an increase of fiduciary media brings... 
a redistribution of wealth. . . . So far as these factors enter into consideration, 
an increase of fiduciary media does cause a diminution of even the natural rate 
of interest, as we could show if it were necessary.”’ (This gives us licence to 
think of an equilibrium rate consistent only with disequilibrium conditions.) 

Also Hayek, op. cit., p. 80: ‘‘ The rise of the prices of consumers’ goods will 
offer prospects of temporary profits to entrepreneurs. They will be the more 
ready to borrow at the prevailing rate of interest.” 
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. know them. If this is so, then our understanding of the concept 


cannot rest solely upon its explanatory value. 

In the first place, we may explain the initial movement 
towards “‘boom”’ in terms of an optimistic tendency towards 
increased stocks, a rise in the equilibrium rate, a disparity 
between saving and investment or a release of cash by traders 
towards increased long-term investment, or possibly in terms of a 
disparate movement of the real rate of wages and the productivity 
of labour. In all these cases, there will be a tendency for business 
to become, for the time, more profitable. And, initially, at any 
rate, the individual trader is not in a position to know that the 
appearance of things is a deceit. There is, then, provided a motive 
for the expansion of productive activity. Logically, the only 
means by which this expansion can be attained is by the use of 
more “capitalistic? methods—by economising in the use of 
labour, the factor of natural scarcity. Except in circumstances 
of depression and unemployment, any other method must 
be frustrated. But, at the time, the economic system will not 
force a realisation of this difficulty—as it will do under the 
conditions generally assumed. The motive for expansion is the 
incentive for the laying down of new plant, the stocking of 
plant with raw materials and semi-finished goods, and the expan- 
sion of industries benefiting most from these preparatory activities. 
The more successful these efforts, the greater will appear their 
chance of profitable exploitation.” 

It is difficult to believe that the new capital can be appropriate 
to more normal conditions. In the first place, the existence of 
abnormal profits will lead to an over-estimation of the extent 
of profitable production of a given commodity. ‘There is thus 
the likelihood of undue duplication of plant, and, in addition, 


1 When considering the facts of disequilibrium, the differing experiences of 
different countries should be taken into consideration. Despite the low yields 
on equities, the rate of interest in the British Empire and in the U.S.A. was 
considered high during the recent “‘ boom.” But the flow of capital from the 
well-developed countries to those suffering from capital shortage—a flow con- 
sequent in many ways upon “ boom ”’ conditions—may have made the time of 
prosperity in the latter a time of (transient) low interest rates. This may be 
explained as an under-valuation of risk in times of optimism and an over- 
valuation in times of pessimism. The sudden changes between popularity and 
unpopularity of foreign investment are not necessary features of industrial 
fluctuations—though they may constitute aggravations of the basic problem on 
which we must reckon. 

2 The willingness to continue the purchase of instruments of production, 
themselves rising in price, can be explained in a variety of ways. But if we ; 
wish satisfactorily to explain what happens in actuality, I suggest we must 
continually be aware of the conditions in which “‘ boom ”’ finds different in- 
dustries. 
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the creation of plant to satisfy wants not ranked as sufficiently 
urgent by the community. The disappearance of excess profits— 
and, even more, the appearance of depression—will make these 
activities unprofitable.1 In the second place, there will be 
mistakes in costing, as a consequence of the distortion that 
“boom ”’ promotes. The ‘‘ boom” gives a misleading view of 
many openings for profitable investment, and induces, by means 
of the high interest charges willingly incurred, the economic 
system, and the banking system, to provide more resources for 
investment. Thus funds raised on bonds and notes are at the 
cost of high interest charges. On the other hand, the current 
real cost of the labour that will, in the future, be needed to 
work new and extended plant will be abnormally low. There 
is thus the possibility that plant will be laid down to meet the 
costing requirements of a period of transition. I think, there- 
fore, that we have to face the possibility of an actual shortening 
of the period of production.* There can, however, be little 
doubt that to stress too strongly this possibility would be mis- 
leading. Technical considerations of company finance make it 
desirable and the circumstances of the stock market make it 
propitious to finance expansion largely out of the proceeds of 
equity issues.4 For well-discussed reasons, the real cost of 
employing labour may transiently be higher than the presence 
of a wage lag would lead one to assume; while the more far- 
sighted of employers will be aware that the current rate of wages 
is not only something of an anomaly in the given situation, but 
also very seriously under-estimates the difficulty that will be 
experienced in getting a greater labour supply. Again, the 
catering for a larger market will in itself be a reason for the 
employment of more roundabout methods, while the under- 
estimation of risk in “‘ boom ”’ will give technicians the oppor- 
tunity they seek for the trial of new methods. Thus, for a 
variety of reasons, the forces arising from economic distortion 
may meet with obstacles. 

1 The “boom” of 1928-29, in this country, gave many examples of this 


variety of enterprise which will readily be recalled. 

* This is not a monetary phenomenon, but is the result of the mechanics of 
the economic system. 

3 Suspicions of this possibility are not completely dispersed by appeal to 
experience—at any rate, in this country. Concerns whose finances make 
necessary a resort to the bond market are, in fact, likely to economise in the 
use of capital and resort to less “ efficient ’’ methods of production. 

4 Whether or not this course is adopted is largely a technical question and 
has no immediate relevance to the rate of return. An issue of £1 shares at 40s. 
to yield 4 per cent. would be more likely than an issue of shares of the same 
nominal value at 10s. to yield two per cent. 
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If we continue this line of argument, we should expect that a 
return to monetary normalcy, were that possible, would uncover 
an economic situation of some confusion. The rise in real wages 
would undermine the profits of those concerns which were led 
away by false expectations. And high interest rates—and the 
much higher real cost of debenture service and the like—would 
have the same effect. The result must be to halt and, eventually, 
reverse the process of investment. This fact, in conjunction 
with the arrival of a general depression, throws a veil over a real 
difficulty that we can imagine might confront the economic 
system.4 A return to normality might be expected to disclose a 
technical insufficiency of labour for the operation of the capital 
amassed in depression. But for other reasons, also, this is not 
made evident. Some of the ‘‘ boom” creations do not reach 
maturity; others are liquidated and put, wholly or in part, out 
of production. High labour costs force a process which is helped 
by the fall in interest rates—those firms whose finances are 
sufficiently strong will substitute capital for labour; while the 
redistribution of product will be furthered by the liquidation of 
overhead charges, by schemes of capital reduction, by arrange- 
ments with creditors or by funding and conversion operations.” 

Finally, we might have to admit that a state of over-pro- 
duction existed in certain industries. Over-production, first, in 
the sense that industries are designed to produce more than 
society can allow; secondly, that output has been (or more 
truly, would be) reached in a manner that precludes the possi- 
bility of satisfactory remuneration to all factors.® 

Such an interpretation might very well be rebutted. If, for 
example, in times of ‘‘ boom,” market rate does stand below 
equilibrium rate—in some ideal sense—then it may be possible 
to see an abortive lengthening of the processes of production. 
But it is not easy to comprehend how so great an upheaval is 
made to depend on apparently so slight a cause. A fall in 
market rate will lead to a lengthening of productive processes 
because production becomes more economical to the entre- 
preneur in that way. Consequently, it may be supposed, loans 

1 We have to remember, here, that ‘‘ boom ”’ begins as a recovery eating its 
way into depression. 

2 These are tendencies easily enough recognisable in the later stages of 
depression. 

3 Could we imagine production encouraged by a fall in the rate of interest 
and unaccompanied by easy profits, then the situation would be quite different. 
Such a happy conclusion is impossible : first, because of a scarcity of capital in 
normal times, and, secondly, because a ‘‘ boom ”’ is essentially the embodiment 
of just such disharmonies. 
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are raised at low rates—partly on long term, and partly from 
banks and as credits from associated companies and others. 
When interest rates move upward once more, long-term loans 
will still carry the favourable rate, and short-term loans only 
can be affected immediately. Other things being equal, a 
process of production that was profitable with a two per cent. 
interest rate during “boom” will remain profitable at that 
interest rate under more normal conditions. Thus, the only 
consequence that one ought to expect appears to be a redirection 
in the investment of obsolescence allowances. And technical 
considerations will probably tie a significant proportion of these 
to specific uses. It is, of course, possible that higher charges 
on short-term loans will render ‘‘ long ” processes unprofitable. 
But this is unlikely. Short-term interest rates, it is well known, 
commonly vary inconsiderably. Moreover, business is likely 
to be liquid after the flotations of prosperity. In any event, 
higher charges on borrowings for short term will not generally 
be a sufficient incentive to jeopardise the productive possibilities 
of a plant in which large amounts of capital are inevitably tied. 
They only provide an added reason for redirecting investment 


as that becomes possible. 
JACK STAFFORD 


The University, 
Manchester. 
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THE IMPORTANCE OF SEASONAL VARIATIONS 
IN EMPLOYMENT IN THE UNITED KINGDOM 


1. THE monthly aggregate returns of insured persons un- 
employed in Great Britain show only a very slight seasonal 
variation, and comparison with the unemployment figures for, 
say, Germany or Sweden suggests at first sight that seasonal 
fluctuations in Great Britain are of almost negligible dimensions. 
The difference between the percentage out of work in the month 
of highest unemployment during the year and that in the month 
of lowest unemployment averaged only 1-8 over the period 1924 
to 1929. It seems to be generally held that the absence of any 
considerable seasonal variations in the aggregate unemployment 
figures means that these variations contribute only an insignificant 
element to the general problem of industrial fluctuation and 
unemployment. Consequently, in discussions of unemployment, 
seasonal fluctuations are commonly mentioned only to be dismissed, 
and are analysed only to be “ eliminated.” 

Closer study, however, makes it clear that seasonal fluctuations 
play a much more prominent part in the economic problems 
of this country than a cursory inspection of the aggregate un- 
employment returns might suggest. The slight amplitude of 
seasonal variation in total employment is due not to the absence 
of markedly seasonal industries but to the fact that the seasonal 
patterns so coincide that seasonal industries almost compensate, 
statistically speaking, for each other; there is not a month in 
the year in which there are not some industries enjoying their 
busy seasons, and others undergoing slack periods. Now if 
there were complete and rapid mobility of labour between indus- 
tries, if coal-miners applied themselves to selling ice-cream in 
the summer-time and bricklayers became professional footballers 
in the winter, then indeed the balance of seasonal unemployment— 
due to the small net seasonal variation in total employment— 
could reasonably be disregarded. In fact, however, the extent 
of seasonal mobility between industries is very slight indeed 
and ‘‘ dovetailing ’—one of the classical remedies for seasonal 
unemployment—in practice only takes place on a very small scale.? 


1 A distinction should be drawn between the wholly seasonal industries, such 
as work in holiday resorts, or fruit-picking, for which labour is to a considerable 
extent recruited from among persons otherwise employed during the rest of the 

No. 178.—Vvou. XLv. T 
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To estimate the real importance of seasonal fluctuation in 
employment, then, we must start not with the totals for all 
industry but with the figures for individual industries. We can 
find first what industries are subject to seasonal variation; next 
we must find out how much seasonal unemployment there is 
in each of these industries; then, to reach a total for all industry, 
we must disregard the statistical accident by which the industries 
which are busy in summer approximately compensate for those 
which are slack at that season, and vice versa, and must add 
together the figures of seasonal unemployment obtained in each 
separate industry. In this method of calculation it is, of course, 
assumed that there is no mobility at all between industries but, 
on the other hand, that there is complete mobility within each 
industry. This latter assumption is clearly untrue, for it often 
happens that one section of an industry is busy while another 
branch is slack and yet that no balancing movement of workers 
takes place. The two partly erroneous assumptions thus tend 
to correct each other. An “‘ industry,”’ as defined for the purpose 
of unemployment insurance statistics, is in any case a partly 
arbitrary classification; while some industries are compact and 
homogeneous, others cover a large variety of branches, each of 
which might claim to be regarded as a separate unit. 


2. How many industries are subject to seasonal variation ? 


To find the seasonal movement in each industry covered by 
unemployment insurance the numbers employed monthly were 
obtained by subtraction of the unemployed from the estimated 
numbers insured. The percentage deviations of monthly em- 
ployment from a twelvemonth moving average were then calcu- 
lated for the period 1924-32 in respect of every industry. This 
method of extracting the seasonal movement is adopted because 
it shows most clearly the important changes in amplitude and 
pattern of seasonal fluctuation (if any exists) from year to year; } 
more refined statistical instruments might be employed, but in 
view of the nature of the material would probably not be justified. 


year, and the partially seasonal industries, such as Building or Motor manufacture, 
in which the majority of workers are employed all the year round, and between 
which little dovetailing of labour takes place. The former class represent a 
special, but only a small part of the problem of seasonal unemployment as 
understood in this article. 

1 This consideration renders the link relative method (used for eliminating 
seasonals in employment series by the London and Cambridge Service) less 
useful than the deviations method when the object is to study seasonals in them- 
selves and not to eliminate them. 
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We may describe as ‘“ seasonal’”’ industries those in which 
the deviations from the moving average show a similar pattern 
year after year, even if the amplitude of the variation is small. 
By this test, 63 out of the 100 industries into which the insured 


TABLE I. 


Amplitude and Pattern of Seasonal Fluctuation in the 26 
Principal Seasonal Industries (U.K.). 


(2) (3) (4) (6) 
Range ! of Seasonal 
Mean of Variation as %, 
Average Monthly % of Insured. 2 4 
number | trom moving peak Month | Low Month 
Industry. — average of (a) (b) (or Months). | (or Months). 
Hmployment, | 1994-32. | 1930-32. 

Coal-mining 687,700 2-7 12-7 16:3 Jan.—Feb. June-July 

Building 609,500 2-7 9-3 8-7 May-June January 
Public Works Contract- 

ing 174,000 1:9 10-8 14:0 June ~| January 
= Pipe, Tile, ete. 

making 68,000 13 V2 45 July January 
Shipbuilding and Re- 

pairing . 67,000 1-4 12-0 15°35 April October 
Motor Vehicles 201,300 1-2 6-0 73 April August 
‘Tram and Bus Service 168,900 0-4 4-7 37 July Jan. andNov. 
Other Road Transport 162,000 0-7 4:2 3:3 June January 
Shipping . 105,300 1-6 6-1 61 June Dec.—Jan. 
Dock, Harbour, ete. 

Service . 109,400 1-0 6-0 6-0 December May 
Distributive Trades . | 1,704,900 0-5 4-4 35 June-Aug. and! February 

December 

Hotel, Public-house, 

etc. Service . 316,700 2-0 6-9 6-4 June-Aug. November 
Laundries, Dyeing, ete. 135,200 0-4 ol 2-2 June-July November 
Cotton 368,200 3-1 11-9 19-4 Mar.and Nov. | August 
Woollen and Worsted. 185,100 2-1 9-7 13-1 Mar.—Apriland| July 

Nov.-Dec. 

Linen 56,000 3-2 17-6 25-5 February July 
Tailoring . 178,500 3-4 10-8 10:8 April-May January 
Dressmaking and Mil- 

linery . 92,800 16 6-4 6-7 May 
Hats and Caps : 30,200 2-1 9-7 12-7 May er 
Boots and Shoes é 109,600 0-9 8-8 10-8 April 
Bread, Biscuits, Cakes, 

etc. 140,400 0-5 3-0 3-0 July-Aug. Jan.-Feb. 
Other Food Industries 100,500 1-2 58 45 July and Oct. | January 
Drink Industries 2 93,200 0-3 2-6 2-3 July and Dec. | Jan-Feb. 
Furniture and Uphol- 

stery . 106,500 0-7 4-9 3-2 Nov.—Dec. Jan.—Feb. 
Electric Cables and 

Apparatus. 102,400 0-6 6-5 59 December Jan.—April 
Printing, Publishing 

and Bookbinding . 253,900 O4 2-8 2-0 July and Dec. | Jan.—Feb. 


1 Average difference between seasonal peak and low. 


population is divided by the Ministry of Labour come within 
the definition of seasonal industries. These 63 included in 1932, 
9,834,000 persons, or 77 per cent. of the total insured. In 20 
more industries, including an additional 13 per cent. of the insured 
population, there are distinct signs of seasonal variation, but the 


seasonal swing is very irregular and the pattern alters appreciably 
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from year to year. In short, then, over three-quarters of the 
insured population are attached to industries subject to a regular 
and well-defined seasonal movement, while 90 per cent. are 
attached to industries subject to some degree of seasonal variation. 

Some standard of measurement is needed by which the 
seasonality of different industries can be compared. To obtain 
such a standard we must first find the normal or average seasonal 
variation in each industry. This can be arrived at by taking 
the average deviation from the moving average in each month 
over the period 1924-32. The extended median (mean of the 
central three or four values) is probably the best average to take, 
since it is not influenced by extreme values which may be due 
to exceptional circumstances and at the same time is not, like 
the simple median, affected by the accident of the value in any 
single year. 

To measure the amplitude of seasonal fluctuations in each 
industry, either the mean of the average deviations or their 
range (i.e. the difference between the highest and lowest values) 
may be used. The mean deviation is probably the most satis- 
factory measure of variability. In Table I the mean deviation 
and the range of seasonal variation are given in respect of the 
largest seasonal industries. Tailoring, if mean deviations are 
compared, has the greatest amplitude of fluctuation, but Cotton, 
Linen, Building and Coal-mining are almost equally affected. 
On the other hand, the Distributive trades and Printing and 
Publishing, though regularly seasonal, show only very small 
amplitude of fluctuation. 


3. How important, in the aggregate, are seasonal fluctuations 
in the economic system ? 

As a first answer to this question, we can estimate the total 
number of persons who experience some unemployment on account 
of seasonal fluctuation during the year. Let us first assume that 
at the seasonal peak month in any particular industry there is 
no seasonal unemployment, and that all unemployment in the 
year in excess of that at the seasonal peak is to be regarded as 
“seasonal unemployment.” 1 The seasonal peak and trough 
are defined as the months in which the average deviations of 
employment from the moving average are respectively greatest 
and least. In each of the 63 regularly seasonal industries, in 
each year from 1924 to 1932,? we can then find the difference 


1 The trend will affect the figures to some extent, so that the results for any 
individual year must not be unduly stressed. 
2 1926 is generally omitted from the calculations. 
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between the number employed at the seasonal trough and that 
at the seasonal peak. This figure represents the maximum 
number of persons seasonally unemployed during the year, that 
is the range of seasonal variation. The figures in respect of all 
63 seasonal industries are then added together. 

It appears that on this basis from 600,000 to 850,000 persons, 
or from 5 to 7 per cent. of the insured population, are affected 
at some time during the year by seasonal unemployment (see 
Table II). The total varies from year to year, being on the whole 
higher during the slump years 1930-32 than from 1924-29. 


TABLE IT. 
Total Range of Seasonal Variation (U.K.). 


(2) 


( 
Sum of Differences in Numbers employed 


between seasonal peak and seasonal low (1)-as % Teatal Insured 
months in 63 Seasonal Industries. Population. 
1924. 603,006 5-2 
1925. 746,551 6-3 
1927. 586,853 4:8 
1928. 596,423 5-0 
1929. 592,360 4-9 
1930. 838,692 6:8 
1931. 856,605 6-7 
1932. 720,230 - 56 


The figures above indicate the maximum number of persons 
subject to seasonal unemployment; they are not all unemployed 
at the same time. To relate seasonal to total unemployment 
some estimate of the average amount of seasonal unemployment 
must be reached. We may assume again that at the seasonal 
peak in each industry in each year there is no seasonal unem- 
ployment, and that the amount of seasonal unemployment in 
each month is measured by the extent to which employment 
falls short of employment at the seasonal peak of the same year. 
For each industry we can arrive at an estimate of average seasonal 
unemployment in a particular year by averaging the monthly 
differences between actual employment and that at the seasonal 
peak. A total for all industry can be reached by adding together 
the averages for the individual seasonal industries. ‘These calcula- 
tions have been made in respect of three years, 1924 and 1928— 
regarded as “‘ normal’’ post-war years—and 1932—a depression 
year. The figures in Table II show that these years are reasonably 
representative. 

The average number of persons seasonally unemployed in 
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all insured industries, estimated by the method described, was 
218,000 in 1924, 237,000 in 1928 and 301,000 in 1932 (see Table III). 
As percentages of the insured population, these totals represent 
1-9, 2-0 and 2-3 per cent. respectively (see Table IV). About 
2 per cent. of the insured population, the figure being rather higher 
in the slump year 1932, are on the average unemployed on account 
of seasonal fluctuation. The proportion may not appear very 
considerable; we must relate it, however, to the total unem- 
ployment, for we want to discover what contribution seasonal 
fluctuations make to the general problem of unemployment. 
Average seasonal unemployment represented 18-1 per cent. of 
average total unemployment in 1924, 18-3 per cent. in 1928 and 
10-6 per cent. in 1932 } (‘Table ITT). 

There is, then, no doubt that seasonal fluctuations account 
for a very considerable part of the whole problem of unemploy- 
ment. In the “normal” post-war years 1924 and 1928 almost 
one in five of the unemployed was out of work on account of 
seasonal fluctuation in the industry to which he was attached. 
In the depression year 1932, seasonal unemployment increased, 
but increased much less than non-seasonal unemployment. The 
relation between seasonal and cyclical fluctuations will be discussed 
in more detail later. 

TaBLeE III. 


Average Seasonal Unemployment in 63 Seasonal 
Industries (U.K.). 


1924. 1928. 1932. 
1. Average Monthly Seasonal Unemploy- 
2. Average Monthly Total Unemployment. | 1,202,800 | 1,290,200 | 2,828,650 
3. Average Monthly Seasonal Unemploy- 
ment as % Average ntindl Total 
Unemployment : 18-1 18-3 10-6 


TABLE IV. 
Seasonal Unemployment as % of Total Insured Population 


in each Month : 


1924, 1928 and 1932 (U.K.). 


Jan. ped | ar. Apr. | May./ June. | July. | Aug. | Sept. | Oct. | Nov. | Dec. 
1924. . | 34 26] 1-8 | 16 | 1-2] 1-2 1-5 | 1:8 1-9 1 2-0 18 1-9 
1928 . . | 16 | 1-4 | O-7 | O7 | 1:1 | 2-1 3-0 | 28 2-5 +8 3-0 | 22 2-0 
1932 2-7 | 24 | 1-3 | 1-7 | 2:2 | 2-4 3-0 | 3-2 2-9 0 2-3 2-0 2-3 


1 It should be noted that since we have excluded the 20 industries with an 
irregular but none the less apparent seasonal fluctuation, we are somewhat 
minimising the real extent of seasonal unemployment. 
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4. The Pattern of Seasonal Variation in Employment. 


The general pattern of seasonal fluctuations in employment 
is as follows: 1 in January most industries are depressed, the 
only important exceptions being Coal-mining and Cotton. In 
February winter depression starts to lift and in March the 
spring boom in the Clothing trades, Motor manufacture, Wool 
and Shipbuilding begins to become apparent; the Building and 
Building Material industries do not begin to become really active 
till about a month later. In June or July a summer recession 
begins in Clothing, Motors and Textiles, but Building, Road 
Transport, Food and Drink trades and Hotel Service (all 
except Building being affected by summer holidays) continue 
active through the summer. Coal-mining is slack all through 
the spring and summer. In November and December activity 
increases in Coal-mining, Textiles and Motor manufacture, and 
in those industries affected by the Christmas spurt in demand— 
e.g. Musical Instruments, Hosiery, Electric Cables (which includes 
radio apparatus) and Tobacco. Building and Building Materials, 
Shipbuilding and Hotel Service, on the other hand, are depressed. 
The net result of these fluctuations is a low level of total employ- 
ment in January followed by a considerable spring peak. In 
late summer comes a second slack season, while in late autumn 
and at Christmas total employment revives. The direction of 
the net change from one month to another often varies from 
year to year, but the fall in employment in January, the rise in 
February and March, the fall in July and the increase in December 
are almost invariable in post-war years. 


5. Changes in Seasonal Variation. 


Seasonal variation is not necessarily a stable and permanent 
characteristic of a series. Alterations in markets, in organisation 
or policy, in technique, in labour supply or in the general level 
of unemployment may have marked effects on the seasonal 
curve. The two most important questions relating to changing 
seasonal fluctuations in British industry seem to be: (a) Is the 
seasonal element becoming more or less significant? (b) What is 
the relation between seasonal and cyclical fluctuations ? 

(a) A complete answer to the first question can only be given 
in respect of the post-war period, for which the unemployment 
insurance returns are available. From 1930, however, the seasonal 
movement has been affected by the cyclical depression, so that 

1 See Table I for the peak and low months in the principal seasonal 
industries. 
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for a study of trend in seasonal variations we are restricted to 
the years 1924-29. 

Study of the seasonal movement in post-war unemployment 
insurance statistics shows that in no industry is there any signi- 
ficant change in amplitude of seasonal variation from 1924 to 
1929. A change, however, has taken place in a less direct way, 
for certain seasonal industries have declined in importance during 
the period while others have expanded. 

The 63 seasonal industries can be divided into three groups 

: according to amplitude + of seasonal variation (see Table V). 
The first group includes the 15 most seasonal industries, and total 
average employment in that group declined during 1924-29. 
The second group includes the industries numbered 16 to 45 in 
order of seasonality, and total employment in this group has 
slightly increased. Total employment in the third group, in- 
cluding the 18 least seasonal industries, increased considerably.” 


TABLE V. 
Trend of Seasonal Industries : 1924-29 (U.K.). 


Average 9 
Employed (000’s). % 


numbers 
1924, | 1929, jemployed. 


Seasonal Industries 1 to 15 in order of seasonality | 3,355 3,190 — 49 
16to 45 ,, 1,828 1,856 + 1-5 
46to 63, 2,660 3,161 +18-8 


It appears, then, that while there are no general forces making 
directly for greater or less stability in seasonal industries, yet the 
changing balance of seasonal industries within the economic 
structure is tending indirectly to diminish the importance of 
seasonal fluctuation. 

(6) There is evidence of a distinct correlation between cyclical 
and seasonal fluctuations. We may compare first the range 
of variation during the slump years 1930-32 with the average 
for the whole period 1924-32 (Table I). Of the 26 principal 
seasonal industries, nine (including most of the largest manufactur- 
ing industries except Building) show an increased range of varia- 
tion during the depression and three (not of the largest) show a 


1 Mean deviations from moving average (see Table I, column 3). 

2 The decline in Coal-mining (a highly seasonal industry) and the expansion 
in Distribution (an industry with only very slight seasonal variation) contribute 
largely to this result. 


mie 
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marked diminution of seasonality.1 The tendency for seasonal 
fluctuation to increase in years of high general unemployment 
is evident although it does not apply to every industry indis- 
criminately. 

Again, the total number of persons affected by seasonal 
unemployment (Table II) averaged 6-4 per cent. of those insured 
in 1930-32 compared with 5-7 per cent. during 1924-32. Average 
seasonal unemployment (Table IV) increased from 1-9 per cent. 
of the insured in 1924 and 2-0 per cent. in 1928 to 2:3 per cent. 
in 1932. At the same time seasonal unemployment was a smaller 
proportion of total unemployment in 1932 than in 1924 or 1928 
(Table III), since the seasonal variation increased in amplitude 
less than total unemployment.’ 

The reasons for the increase of seasonal fluctuations in times 
of cyclical depression are fairly clear. When prices are falling, 
the tendency is naturally to hold off the market; buyers are 
likely to avoid so far as possible the holding of stocks, orders 
are given in small lots and “‘ hand to mouth ”’ buying and manu- 
facturing becomes general. Where seasonal fluctuations already 
exist, the effect of these influences is an even greater bunching 
of orders around the peak season, while the advance orders which 
normally help the manufacturer to fill slack times are reduced. 
Moreover, the surplus of unemployed workers facilitates seasonal 
operation; no difficulties are likely to be met by employers in 
finding adequate supplies of labour to meet the demand of the 
peak season. In periods of rising prices, on the other hand, all 
these tendencies are reversed. 


6. Implications. 


The implication of this statistical analysis of seasonal un- 
employment in the United Kingdom is that seasonal fluctuation 
contributes a larger share to the unemployment problem than 
is usually realised. Indeed the effect of seasonal fluctuation 
on the unemployment figures for all industry is far greater than, 
say, the post-war loss of export markets for coal or for cotton 
or the consistent depression in shipbuilding. The qualitative 
effects of seasonal fluctuation are less easy to estimate. It is 


1 Differences of 1 per cent. or less in range of variation are not taken into 
account. 

2 The same correlation between cyclical and seasonal fluctuations can be 
found in the pre-war Trade Union unemployment series. The association has 
also been noticed in Polish series and in Danish, Dutch and Norwegian unemploy- 
ment returns. See J. Wisniewski, Econometrika, April 1934; Lindberg, Jnter- 
national Labour Review, April 1934. 
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true that the unemployment thereby caused is met largely by 
systematic short time; it is fairly widely distributed industrially 
and geographically, while unemployment in Coal-mining and other 
declining industries causes great pools of localised depression 
and the social and economic ruin of whole districts. Yet, to 
the worker, seasonal fluctuation means an uncertain and irregular 
income and, often, a considerable amount of casual and semi- 
casual labour. To the firm, seasonal fluctuation means that 
sufficient plant must be installed to deal with a peak load only 
attained for perhaps a few weeks in the year, and therefore that 
overhead costs are likely to be high. The consequent waste 
of labour and resources, though often regarded as permanent 
and inevitable, may nevertheless be serious. 

It is certain, moreover, that seasonal fluctuation is not alto- 
gether unavoidable; a great deal of the unemployment which it 
causes might well disappear if concentrated efforts were made to 
stabilise activity in seasonal industries. The ultimate causes of 
seasonal fluctuation are no doubt in most cases climatic, but other 
elements, much more amenable to treatment than the processes of 
nature, must share the responsibility. The concentration of the 
demand for the services of painters and decorators in the spring, 
and the sudden rush of orders for new suits of clothes just before 
holidays, for instance, are not wholly attributable to the climate. 
Fashion, too, plays a large part, since a concentrated and fickle 
fashion demand cannot be anticipated by the building up of 
stocks. Again, the manner in which an industry meets a seasonally 
varying demand depends largely on its organisation. In a highly 
competitive industry the variety of products is likely to be great 
and few firms will be able to forecast the demand for each of their 
own lines. But the large firm takes a smaller risk in manufactur- 
ing in advance of demand, and can more easily finance the holding 
of stocks than the small concern which must often live on its 
orders from hand to mouth. 

Since many of the factors responsible for seasonal fluctuation 
are within human control, there are opportunities for reducing 
the harmful and costly consequences of irregular activity. 
Government agencies, especially the Employment Exchanges, 
can help a great deal in the attainment of stability ; for the most 

1 Employment statistics, which take no account of hours of work or of 
intensity or speed of work, probably under-estimate considerably the fluctuations 
in production. For the United States Kuznets shows that while average employ- 
ment falls below employment at the seasonal peak by 4 per cent., production (in 


manufacturing industries) falls below the seasonal peak by 12 per cent. Seasonal 
Variations in Industry and Trade, pp. 348 and 354. 
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part, however, the reduction of seasonal fluctuation is a matter 
for the internal policy and administration of seasonal industries. 
In most of these industries some firms can be found which are 
already with considerable success smoothing out the seasonal 
peaks and valleys, but there can be little doubt that there is 
scope for the much wider extension of this kind of industrial 
planning. 
CHRISTOPHER SAUNDERS 
Economics Research Section, 
University of Manchester. 
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PROBLEMS OF FEDERAL FINANCE IN 
AUSTRALIA 


Tue burdens of war finance and the increased social responsi- 
bilities of modern States have made the adjustment of the financial 
relations of the Federal authority and its constituent members in 
a federation increasingly difficult. In the Commonwealth of 
Australia, where the States have substantial powers and heavy 
responsibilities under the Constitution, much effort has been 
expended in reaching a solution during the last twenty years. 
In 1927 a new basis for the financial relations of the States and the 
Commonwealth was found in what has come to be known as the 
Financial Agreement. In the Economic Journat for 1927 I 
discussed the circumstances leading to the adoption of this agree- 
ment by the States and the Commonwealth, and outlined its main 
provisions. Up to the present, the Commonwealth payments to 
the States under the Financial Agreement have been greater than 
the payments that would have been made under the old per capita 
system of 25s. per head. But the depression has operated more 
harshly on State finance than on Commonwealth finance. The 
Commonwealth has been able to impose a drastic additional tax on 
property income, a primage duty on imports and a sales tax, the 
latter being a form of taxation open to the Commonwealth but 
not to the States. The Commonwealth was also assisted by the 
suspension by the British Government of payments in respect of 
war debts. The total relief to the Commonwealth budget from 
these sources amounted in 1931-32 to more than £21 m. 

The States, on the other hand, have benefited by the fixed 
payment from the Commonwealth to them at a time when prices 
were falling. They have also been assisted recently by the heavy 
conversion of Australian securities on the London market. But 
they have had to bear the main burden of unemployment expendi- 
ture during the depression, and the losses on their State enter- 
prises have inevitably increased. In general, they have no new 
field of taxation, and apart from special unemployment levies on 
income, little relief has come to them by way of increased revenue. 
In these circumstances their deficits though declining have not 
been eliminated despite the drastic economies undertaken when 
they adopted the Premier’s Plan. 

If existing conditions continue and State revenues do not 
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revive sufficiently to meet the existing State deficits of approxi- 
mately £6 m., further adjustments in the financial relations of the 
States and the Commonwealth may prove to be the only satis- 
factory way of solving Australia’s budget problem. If the 
depression has exposed the financial difficulties of the States as a 
whole, it has to an even greater extent emphasised the financial 
weakness of the less favoured States, namely, South Australia, 
Western Australia and Tasmania. The last two have received 
special assistance from the Commonwealth for over twenty years 
and South Australia has been a recipient of a special grant since 
1929-30. In recent years these grants by the Commonwealth 
have been made after ad hoc investigations by specially appointed 
Commissions of inquiry. It has become increasingly obvious 
that the need for the grants will persist over a long period, and that 
as far as possible the grants should be made on a uniform basis. 
Consequently, legislation was passed by the Commonwealth in 
1933 providing for the appointment of a Commonwealth Grants 
Commission, and in July 1933 the Commission was appointed.! 
The Commission furnished its first report ? in the middle of 1934, 
when it reviewed the claims made by South Australia, Western 
Australia and Tasmania for special grants. The report is an 
illuminating document on the problems of Federal finance in 
general, and on the difficulties of financial adjustment in the 
Commonwealth itself. 

In a preliminary survey of the problem the Commission dis- 
cussed the question of financial responsibility in a Federation. 
Should the spending authorities also be the taxing authorities, or 
should the States as members of a Federation receive grants from 
the Federal authority? The Federal authority must inevitably 
levy customs and excise duties and most other forms of indirect 
taxation. The States are confined largely to direct taxation. It 
would be a remarkable coincidence if the receipts from indirect 
taxation in a well-planned system of taxation were nicely balanced 
to the needs of the Federal authority. Such a balance was not 
anticipated when the Australian Constitution was drawn up. On 
the contrary, it was expected that customs revenue would greatly 
exceed the requirements of the Commonwealth, and provision 
was made in the Constitution for the payment by the Common- 

1 The members were the Hon. F. W. Eggleston, Chairman, Professor L. F. 
Giblin and Mr. J. Wallace Sandford. 

2 Commonwealth Grants Commission Report on the applications made in 
1933 by the States of South Australia, Western Australia and Tasmania for 


financial assistance from the Commonwealth under Section 96 of the Constitu- 
tion. (F. 3390, Government Printer, Canberra.) 
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wealth to the States of surplus revenue. Moreover, under Section 
96 of the Constitution the Commonwealth was empowered to 
“grant financial assistance to any State on such terms and 
conditions as the Parliament thinks fit.” The experience of 
Australian Federation has emphasised the necessity for these 
constitutional provisions enabling the Commonwealth to make 
grants to the States. Though the States complain that they have 
not received sufficient from the Commonwealth, substantial pay- 
ments from the Commonwealth have been made annually. The 
Commission justifies these payments on the following grounds : 


“A government is not truly responsible if the normal 
exercise of its powers gives it more money than it needs, 
especially if this result is, to an extent, accidental, as in the 
case of a customs tariff imposed for protective purposes. 
Nor can the principle of responsibility be satisfactorily 
applied if governments receive less than they require for their 
essential needs. In the latter case services are starved, 
finances are embarrassed and drift follows. In the former, 
governments become extravagant. We think, therefore, 
that some redistribution of revenue must be accepted as 
almost inevitable in any Federation, and especially at certain 
stages of development. If the redistribution gives the 
recipient States considerably less than they require to raise, 
the principle of responsibility is not seriously affected. 
Experience supports this view, for in all Federations there is, 
in effect, some redistribution.” 


There is one other general problem specially applicable to 
Federation in Australia that the Commission has emphasised. 
The States in Australia have sponsored rural developmental policy. 
On the other hand, the Commonwealth has fostered the develop- 
ment of secondary industries. The pursuit of these two develop- 
mental policies by two independent authorities has inevitably led 
to some conflict of interests. The Commonwealth extended 
protection to some uneconomic industries which imposed burdens 
upon export producers, but the Commonwealth itself suffered 
little direct financial loss as a result of this policy. The States, 
on the other hand, have pushed land settlement into marginal 
areas. With the collapse in the prices of primary products these 
marginal areas have become a heavy burden upon State finance. 
The Commission summarises the position as follows :— 


“* Moreover, as one developmental activity, that connected 
with land settlement, is in the hands of the States, and the 
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other developmental instrument, the tariff, is controlled by 
the Commonwealth, there is a lack of consistency and co- 
ordination in the two policies. There is almost a competition 
between the two factors of development; each frustrates the 
effect of the other; the burdens created by the one make 
the protection required for the other the greater, so that the 
clash we noticed earlier becomes more intense as each pro- 
tective effort grows. There is an increasing amount of pro- 
tection to primary industry in the Commonwealth tariff, but 
the broad distinction set out above still remains.” 


As two of the claimant States, South Australia and Western 
Australia, have been engaged in the past fifteen years in develop- 
ing marginal areas, this conflict between the development of 
protected secondary industries and marginal areas is in part 
responsible for their difficulties. The benefits and costs of the 
tariff are unevenly spread over the several States. Unsheltered 
industry bears ultimately the main burden of the tariff. For the 
whole of Australia unsheltered industry amounted to 34 per cent. 
of the total production in 1931-32, or £16 per head of population. 
In two of the claimant States, South Australia and Western 
Australia, the percentage of unsheltered industry to total produc- 
tion was respectively 50 per cent. and 59 per cent., or £23 and £34 
per head. In Tasmania it was 38 per cent. and £15 per head. 
It would appear, therefore, that the costs of the tariff are relatively 
heavy on the three claimant States, especially on South Australia 
and Western Australia, but it is impossible to assess the net costs 
and their effects upon the budgets of the States. But the claimant 
States, again especially South Australia and Western Australia, 
have in recent years incurred heavy costs in developing marginal 
areas, and their financial difficulties are in part caused by the 
losses incurred in these ventures. In some instances the States 
must accept these losses as mistakes made on their own initiative, 
and the Commission makes due allowance for this in finally 
assessing their claims. 

There were other general grounds on which claims were made, 
e.g. the burdens imposed on some States by the Navigation Act 
and the standard of wages and conditions of work established by 
the Commonwealth Arbitration Court. It is impossible, however, 
to measure satisfactorily the financial effects of these and other 
elements of Commonwealth policy upon State budgets. The 
Commission recognised this but insisted that the Commonwealth 
could not allow the finances of a State to drift. On the general 
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grounds of the effects of Commonwealth policy the claimant 
States had, it was conceded, made out a valid case. 

On what principles then should the amount of the grants be 
decided? The basic consideration adopted by the Commission 
was the relative financial position of the several States. Starting 
with the actual deficits in recent years, it was shown that the 
claimant States required in 1932-33 the following grants to bring 
their deficits into conformity with the average per capita deficits 
of N.S.W., Victoria and Queensland. 


Grants Required. Grants Made. 


1932-33. 1932-33. 

£ £ 
S. Australia ‘ 1,350,000 1,000,000 
2,340,000 1,830,000 


On the basis of this crude calculation Tasmania would receive a 
smaller grant and South Australia and Western Australia a greater 
grant. But adjustments had to be made on account of the follow- 
ing special conditions affecting the three States :— 


1. Omissions from the budget of expenditure that should be 
included, e.g. crediting revenue with capital sums such 
as loans, or repayments of advances by State debtors. 

2. Differences in standards of expenditure, e.g. maintenance 
of capital equipment, social services, local government 
activities. 

3. Differences in the severity of taxation. 

4. Losses caused by mistaken or extravagant loan expenditure, 
e.g. group settlement schemes in Western Australia or 
Mallee wheat development in South Australia. 


The Commission was able to make reasonably accurate esti- 
mates of the allowances (plus or minus) that should be made for 
these several conditions. It is impossible here to trace in detail 
their methods. Attention should, however, be directed to the 
important chapter on Measures of Taxation and Relative Pros- 
perity, where the severity of taxation in the States is measured. 
This is an important piece of research based upon the work done 
by Professor Giblin! on the problem, but with refinements and 
extensions. It would be unreasonable to make an unconditional 
grant to a State where taxation was relatively light, as it is in 
Western Australia. The Commission adds to or subtracts from 

1 See the Economic Record, December number, in recent years. 
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the grants as crudely estimated an amount sufficient to bring the 
severity of taxation into conformity with the average for Australia. 
And so with the other conditions for which a special allowance 
had to be made. As regards the fourth (losses due to mistakes), 
the estimated amount was deducted from the claims. 

The net effect of these adjustments may be summarised as 
follows 


S.A. W.A. Tas. 
£000. £000. £000. 
Grants as crudely estimated . ; 1,350 870 120 
Addition for omissions from budgets - 3 a +220 +50 
Maintenance of capital equipment +80 
Economy of administration and social services — 90 —130 +80 
Severity of taxation . +110 — 400 —40 
Losses caused by mistakes . | —110 — 
| 1,260 560 | 290 


These are not the final grants recommended by the Commission. 
Two further adjustments were made. First, on account of the 
unsatisfactory nature of the data on which the estimates were 
made and of the necessity for guarding against suggesting grants 
that would be insufficient, the totals in the above table were 
raised by 10 per cent. Secondly, the differing history of the three 
States prior to 1932-33, the year on which the estimates were 
based, was considered. Both South Australia and Tasmania 
had experienced budget difficulties of more than usual severity 
and had been forced over a period of years to incur heavy taxation 
and to make drastic economies. These two States were allowed 
an additional £100,000 on this ground. The final reeommendation 
was, therefore, South Australia £1,400,000, Western Australia 
£600,000 and Tasmania £400,000. 

The Commonwealth Government accepted this recommenda- 
tion. The Commission will make an annual review of the position 
of the claimant States. It has announced its intention of main- 
taining the same general principles on which to assess the claims, 
but it is endeavouring to procure more satisfactory data and thus 
to improve its own estimates. In particular, it is seeking to obtain 
greater uniformity in budget practice among the States. Its work 
will be watched with interest by students of Federal finance and 
perhaps even by harassed Federal governments elsewhere that have 
to meet claims from distressed States or provincial governments. 


D. B. CopLanp 
The University of Melbourne, 


March 1935. 
No. 178.—vou. XLv. U 


PROPOSED AMENDMENT OF THE FEDERAL RESERVE 
ACT OF THE UNITED STATES: THE ADMINISTRA- 
TION BANKING BILL OF 1935 


§ 1. THE proposed American Banking Act of 1935 (S. 1715, 
H.R. 5357), introduced last February in Congress, reported 
favourably this month (April) by the Banking and Currency 
Committee of the House, and now up before the Senate Committee, 
is generally regarded as one of the most important measures put 
forward by the present administration. It represents a radical 
departure from the central banking philosophy which underlay 
the Federal Reserve Act as originally conceived, and would 
throw into the discard many of its cardinal provisions. It would, 
however, make much less difference in the status quo which has 
been brought about by the emergency legislation of the past three 
years. For it largely proposes to make permanent many of the 
features of these laws—the Glass-Steagall Amendment of 1932, 
the emergency Banking Act, the Banking Act of 1933, the Gold 
Reserve Act of 1934, and so forth. The Bill has engendered a 
veritable storm of controversy. It has been violently attacked 
both by the orthodox adherents of traditional ‘‘ sound money ”’ 
views and “‘ automatic ”’ banking processes, who, on the one hand, 
regard it as going much too far, and, on the other, by the infla- 
tionist groups and the radical advocates of banking reform, who 
would go much further in the establishment of centralised 
monetary control. Assuming the President’s support, however, 
the eventual passage of the Bill in substantially its present form 
would appear likely. 

§ 2. Objectives. ‘The Bill’s objectives, as stated by Governor 
Eccles during the House hearings, are as follows :—‘‘ To increase 
the ability of the banking system to promote stability of employ- 
ment and business in so far as this is possible within the scope of 
monetary action; as a necessary step in that direction, to con- 
centrate the authority and responsibility for the formulation of 
national monetary policies in a body representing the nation; 
to modify the structure of the federal Reserve system to the extent 
necessary for the accomplishment of these purposes, but without 
interfering with regional autonomy in matters of local concern ; 
and finally, to relieve the banks of the country of unnecessary 
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restrictions that handicap them in the proper performance of their 
functions and thus to enable them to contribute more effectively 
to the acceleration of recovery.” These objectives are posited 
on the view that the attainment of economic stability is incom- 
patible with laissez-faire in banking, that the operation of the 
banking system left to itself tends to intensify rather than counter- 
act business fluctuations, and that, consequently, conscious and 
deliberate control, exercised by and concentrated in a responsible 
body with adequate powers, is indispensable. 

§ 3. Membership in the Federal Reserve System. ‘The heart of 
the Bill is Title I], which comprises amendments of the Federal 
Reserve Act. Title I deals with amendments respecting the 
Federal Deposit Insurance Corporation, and Title II] with 
technical amendments of a non-controversial nature. The latter 
is mainly concerned with correcting errors and omissions in the 
Banking Act of 1933, and, for the most part, follows generally 
approved lines. 

The object of Title I and of section 202 of Title II is to bring 
about the gradual absorption into the Federal Reserve system of 
all the commercial banks in the country, and thus to render more 
effective Federal Reserve control of credit. This objective is 
likely to encounter little opposition in Wall Street, but is feared 
by many small bankers in other parts of the country, and has 
therefore been consistently opposed hitherto by certain political 
interests. In order to hasten the admission into the Federal 
Reserve of insured non-member banks, the Reserve Board is 
given authority to waive capital and other requirements for 
admission, because many non-member banks could not readily 
qualify for membership under present rules and regulations. 

Title I provides for insurance of bank deposits up to a maximum 
of $5,000, as at present, but assessments are to be levied not 
against insured deposits but against total deposits. The premium, 
however, is fixed at only one-eighth of one per cent. a year. 
These sections have aroused relatively little discussion, their 
general import having been pretty much expected. The larger 
banks complain at being compelled to pay to the F.D.I.C. assess- 
ments disproportionately large in relation to their insured 
deposits and to the payments of smaller banks, but feel that the 
provisions constitute a decidedly lesser evil than the so-called 
permanent plan which was scheduled to go into effect on July 1, 
1935. 

§ 4. General Nature of Reserve Act Amendments. Title IL would 


virtually revolutionise the central banking philosophy underlying 
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the original Reserve Act. Greatly increased powers over the 
nation’s banking system would be given the Reserve Board by 
vesting in it and its Governor many of the powers of a central 
bank, as understood in European countries : the semi-autonomous 
character of the Reserve Banks would be drastically modified. 
This idea is diametrically opposed to the concept of the original 
Federal Reserve, but constitutes no great departure from the 
present actual situation. The Bill would bestow on the Board 
virtually complete control over national credit policies and render 
the Board in turn more responsive to the Administration. 

The means to these ends are briefly as follows. Governors of 
Reserve Banks are to be made responsive to the authority of the 
Reserve Board by requiring that their appointments be subject 
to the latter’s approval. The Governor of the Reserve Board is 
himself to be removable at will by the President. Virtual control 
over open-market operations and discount policies would be 
lodged with the Board. Rigid collateral requirements and 
eligibility provisions for note cover and rediscounting are wiped 
out. Any “sound asset ” of a member bank is to be eligible for 
rediscount at a Reserve Bank, subject to regulations of the Board, 
which would enjoy discretionary powers. To be discountable, 
paper would not need to be short-term or “ self-liquidating.” 
Collateral requirements for Federal Reserve notes are likewise 
scrapped, and the necessity is removed of segregating any specific 
government bonds or other paper. The 40 per cent. backing in 
gold certificates is, however, retained. These reforms represent 
the abandonment of the theory of the ‘‘ automatic adjustment ”’ 
of currency and credit to the “‘ needs of business,” in favour of 
managerial discretion. In order to combat excessive credit 
expansion the Board is given power to change member bank 
reserve requirements by classes of cities. Finally, member banks 
are to be permitted to grant loans on real estate on conditions to 
be determined at the discretion of the Reserve Board, on an 
amortisable basis, for long periods of years. The official summary 
of Title II, as later modified by Governor Eccles in his testimony 
before the House Committee, follows. 

§ 5. Title II.—Federal Reserve Act Amendments. (With modi- 
fications later proposed by Governor Eccles.) 


With respect to Federal Reserve Banks : 

1. Combine offices of chairman of the board of directors 
and governor at each of the Federal Reserve Banks, appoint- 
ments to be made for three years by the directors of the bank, 
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after approval by the Federal Reserve Board. Vice-governors 
are to be selected in the same manner. 

2. No members of the board of a Federal Reserve Bank, 
except governor and vice-governor, shall hold office for more 
than six consecutive years. 

With respect to the Federal Reserve Board : 

3. It shall be the duty of the Federal Reserve Board to 
exercise such powers as it possesses to promote conditions 
making for business stability and to mitigate by its influence 
unstabilising fluctuations in the general level of production, 
trade, prices and employment, so far as may be possible 
within the scope of monetary action. 

4, Change qualifications for future appointive members of 
the Federal Reserve Board by providing that they shall be 
persons well qualified by education or experience or both to 
participate in the formulation of national economic and 
monetary policies. The present geographical limitations 
shall not apply to election of future governors. The governor 
shall cease to be governor when he is no longer designated as 
such by the President. 

5. Increase the salaries of appointive members to 
$15,000 per annum, with compulsory retirement at seventy on 
$12,000 pension. Proportionate pensions will be allowed for 
service of less than twelve years. 


With respect to credit control : 

6. Authority over open-market operations shall be vested 
in the Federal Reserve Board, but there shall be created a 
committee of five governors of Federal Reserve Banks, 
selected by the twelve governors of the Federal Reserve 
Banks, and the Board shall be required to consult this 
committee before adopting an open-market policy, a change 
in discount rates, or a change in member bank reserve 
requirements. 

With respect to collateral requirements : 

7. Any sound asset of a member bank shall be eligible for 
discount at a Reserve Bank, subject to regulations of the 
Federal Reserve Board, and the Board shall also have 
authority to prescribe limitations on maturity of advances to 
member banks. 

8. Obligations the principal and the interest of which are 
guaranteed by the United States shall be eligible for purchase 
by Federal Reserve Banks without regard to maturity. 
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9. Collateral requirements for Federal Reserve notes 
shall be repealed, and the office of Federal Reserve agent shall 
be abolished. 


With respect to reserve requirements : 

10. In order to prevent injurious credit expansion or 
contraction, the Federal Reserve Board may change reserve 
requirements as to any or all classes of cities. For this 
purpose banks shall be classified into two groups: one com- 
prising member banks in central reserve and reserve cities, 
and the other all other member banks. Changes in reserve 
requirements, therefore, would have to be either for the 
country as a whole, or for the financial centres, or for the 
country districts. 


With respect to capital requirements : 

11. At any time prior to July 1, 1937, the Federal 
Reserve Board may admit any insured non-member bank to 
membership in the Federal Reserve System; and shall have 
authority to waive not only capital requirements, but all 
other requirements for admission; and the Board shall also 
be permitted to admit existing banks to membership per- 
manently without requiring an increase in capital, provided 
their capital is adequate in relation to their liabilities. 


With respect to real estate loans : 

12. The conditions on which real estate loans may be 
granted by member banks shall be left to the discretion of the 
Federal Reserve Board to be determined by regulation. No 
real estate loan hereafter made shall exceed 60 per cent. of 
the appraised value of the property; but this shall not 
prevent the renewal or extension of loans heretofore made. 


§ 6. Analysis of Provisions. These provisions may be examined 
more fully against the background of ideas which actuated them 
on the part of the Bill’s sponsors and the grounds upon which 
they have been attacked by opponents. 

(a) Federal Reserve Banks. The chief proposal here (sect. 201, 
as later modified) is to combine the offices of the chairman of the 
board of directors and the governor of the Reserve Banks, and to 
have appointments (as also those of vice-governors) subject to 
the approval of the Reserve Board every three years. The 
original Act’s intention was that the chairman of the board of 
directors of each regional bank (who is one of the three Reserve 
Board appointees) should be its principal executive officer. The 
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directors developed the practice, however, of appointing as 
executive officer a “‘ governor,” a title not mentioned in the law, 
with whom the Reserve Board has no legal relationship. The 
Bill seeks to re-establish the original principle of the Act that the 
Reserve Board, which is responsible for national policies, should 
be a party to the selection of the active heads of the Reserve Banks. 
It ought to bring about smoother co-operation between the Board 
and the Banks. 

(b) Federal Reserve Board. It is revealing that the duty of the 
Federal Reserve Board should be explicitly stated to be to exercise 
such powers as it possesses to promote business stability (sect. 203, 
as modified). This stands in marked contrast to the system’s 
original objective of “‘ accommodating trade,” and implies recogni- 
tion of the responsibility of the supreme monetary authorities to 
do all in their power to mitigate industrial fluctuation. It 
represents a victory for the advocates of monetary control. That 
the Governor of the Board is to serve at the pleasure of the 
President involves no great departure from the present situation. 

(c) Open-Market Operations. The section dealing with this 
matter (sect. 205) is one of the most controversial in the Bill 
and one of the most important, for open-market operations are the 
most powerful single instrument of reserve policy in control over 
the volume and cost of credit. The Bill proposes to centralise 
them to a much greater degree than hitherto, on the grounds that 
responsibility must be vested in a small body capable of acting 
promptly. 

As matters now stand, the Reserve Board is charged with 
responsibility but lacks clear and explicit authority. Respon- 
sibility is divided between a committee representing the Federal 
Reserve Banks, which initiates policies, the Federal Reserve 
Board, whose approval is required, and the boards of the directors 
of the Federal Reserve Banks, which decide whether they shall 
participate. Diffusion of responsibility has inevitably resulted in 
obstruction, delay and inaction. The Bill, as later modified, 
proposes to place ultimate responsibility in the Federal Reserve 
Board as a whole. 

(d) Rediscounting (sect. 206). The theory underlying the 
original Federal Reserve Act was that the supply of credit could 
not be excessive provided it were of the short-term “ self- 
liquidating ’’ variety and granted only to meet the “ legitimate ”’ 
needs of trade. But these restrictions as to the character and 
maturity of discountable obligations did not prevent a huge credit 
expansion in the boom period and did promote a savage struggle 
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for liquidity during the depression. The present Bill, in making 
any asset eligible for discount at the discretion of the Board, 
constitutes a marked departure from both previous American 
and European practice, but would, it is held, encourage member 
banks to pay more attention to the soundness of the paper offered 
by borrowers and less to its form and maturity. 

Even to-day many banks are unwilling to extend loans which 
cannot be immediately “liquefied”? at the Reserve Banks. 
During the banking crisis, when help was most urgently needed, 
many smaller banks found they could not receive adequate aid 
from the Federal Reserve for lack of “eligible” assets, even 
though they held other sound assets. Furthermore, radical 
changes in financial practices since the establishment of the Reserve 
system have materially reduced the volume of short-term self- 
liquidating paper of the classes to which the discount privileges of 
the Reserve Banks are largely restricted by law. During the 
boom, business financed itself largely by means of stock issues. 
Even in 1929 the total volume of eligible paper held by member 
banks amounted to only about $4,000,000,000, or little more than 
12 per cent. of the resources of the banks: at present it is about 
$2,000,000,000, or less than 8 per cent. 

The eligibility requirements had engendered a belief in the 
soundness and liquidity of this type of paper, but during the 
depression some classes were found to be less liquid and secure 
than certain other types of paper which could not be rediscounted, 
such as security loans. Eventually, under emergency legislation, 
existing restrictions had to be temporarily removed and discretion 
given the Federal Reserve authorities, but not before many banks 
had been forced to close down. The competitive struggle of the 
banks for eligible assets and liquidity greatly intensified the 
deflationary process. The total volume of deposits was drastically 
reduced in consequence of the inability of the member banks to get 
relief from the Federal Reserve, until the banking structure was 
liquidated to the point where it became entirely frozen. In 
unfreezing it, the Reserve Banks had to be allowed to loan to 
member banks on other assets. It was found that in an emergency 
the bank of last resort must be prepared to liquefy any sound 
assets, there being no liquidity in these conditions except such as it 
creates itself. 

(e) Federal Reserve Notes (sect. 208). This section perpetuates 
the Glass-Steagall Act of 1932, which made the Federal Reserve 
note to all intents and purposes a bond-secured note. The original 
rigid requirement that Federal Reserve notes be backed by at least 
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40 per cent. in gold and the balance in eligible paper (or, since 
1932, Government bonds) is abrogated in favour of making them 
“ obligations of the United States secured by a first and paramount 
lien on all the assets ” of the issuing Reserve Bank, while retaining 
the 40 per cent. gold cover. 

The original provision was based on the notion that the volume 
of currency outstanding was directly influenced by the amount of 
commercial paper, which in turn reflected the volume of business 
activity. The Federal Reserve note was thus meant to provide 
an elastic currency automatically adjusted to the needs of trade by 
virtue of the collateral required behind it. 

Currency, however, has been of such minor importance com- 
pared with bank credit as a means of payment that little relation- 
ship is discernible between the volume of notes and the volume 
of commercial borrowing. The original theory, however, not only 
over-emphasised the importance of the commercial loan and the 
demand for currency for commercial purposes, it also overlooked 
the effects of the demand for currency for hoarding purposes. 
In point of fact the heaviest demand occurred not at a time of 
active business and heavy member-bank discounting, but of 
acutely depressed trade. In 1932, following internal hoarding 
and foreign gold drains, the requirement for segregation of colla- 
teral caused serious difficulty by tying up gold over and above the 
40 per cent. required reserve. As a result of the scarcity of 
eligible paper, over 60 per cent. in gold had to be pledged behind 
notes, with corresponding reduction of the system’s “ free gold.” 
When the law was thus put to a severe test it had to be suspended. 
It not only tied the hands of the Reserve system in combating 
deflation, but came near driving the country off the gold standard 
on a technicality. For the emergency, the pledge of government 
bonds was permitted as collateral against Federal Reserve notes 
under the Glass-Steagall Act. 

(f) Member Bank Reserve Requirements (sect. 209). The 
Federal Reserve Act, as amended by the Act of May 12, 1933, gives 
the Reserve Board power in an emergency to change the reserve 
requirements of member banks. The present Bill proposes to 
vest this power in the Board at all times, on the grounds that it is 
a function of monetary control second in importance only to open- 
market operations. The weapon would be used only to reinforce 
open-market operations when the latter were not powerful enough 
to curb inflation because of the magnitude of the excess reserves of 
member banks. Thus employed, it could unquestionably be 
highly effective in arresting a boom. The extent to which it is 
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likely to be used is, however, another question. For not only is 
the political factor involved, but also the timing difficulty of 
exercising control before the process has gathered momentum. 
That difficulty, however, is inherent in all attempts to mitigate 
industrial fluctuations through monetary control. 

(g) Real Estate Loans (sect. 210, as modified). This is one of 
the most criticised sections of the Bill. It does not introduce a 
new character of loan, but does propose to relax greatly the existing 
limitations on real estate loans by member banks. It is hoped 
that, coupled with the provisions in regard to eligibility, it will 
induce member banks to lend more freely on real estate, and so 
improve the mortgage market and stimulate construction. 

It is held that since member banks hold about $10,000,000,000 
in savings, it is proper that they should invest part of their funds in 
long-term undertakings. No restrictions have been imposed upon 
the investment by banks of either savings or commercial funds in 
long-term bonds. Being listed, these were thought to be readily 
marketable. The depression showed that this was so only at 
prices that would have inflicted heavy losses upon the banks. 
More banks became insolvent as a result of the depreciation of 
their bond accounts than of their real estate loans. ‘‘ A ready 
market was not expected for real estate loans, and so long as they 
were not in default they were considered to have the value of the 
amount of the loan.” 

§ 7. Political Aspects. Perhaps the severest criticism of the 
Bill has been on the grounds that centralisation of control in 
Washington will inevitably spell political control and open wide 
the door to inflation. Its opponents derive cold comfort from the 
reflection that it will do little more than make permanent a 
status quo which they regard as anathema. A leading article in 
the New York Times stigmatised the Bill as a ‘‘ most mischievous 
series of proposals.’’ Its sponsors argue, however, that in normal 
times, when temptation is absent, the system would not be unduly 
exposed to political pressures; while in periods of stress automatic 
checks and safeguards of Reserve Bank autonomy, whenever they 
are felt to impose an intolerable strain, are nullified in any event. 
They point to the perversion in practice of the Reserve Act’s 
original intention, the breakdown of the entire banking structure 
during the depression, and the necessity under which both the 
Hoover and Roosevelt administrations felt of intervening. In 
view of the fact that governments cannot or will not divest them- 
selves of responsibility for formulating basic lines of monetary 
policy, that responsibility had better be placed squarely where it 
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belongs, or at least where those who wield it can be held answer- 
able. They feel that the attempt to insulate the banking system 
from the effects of the government’s fiscal policy is bound to break 
down in times of stress. And, indeed, during the past few years 
the real central bank in the United States has been the Treasury. 

Traditional ideas of central banking have rested on the assump- 
tion of a freely flexible, competitive, /aissez-faire order under 
which all government intervention in economic affairs was strictly 
circumscribed. With the passing of that system, and under the 
very different conditions of to-day, ultimate control of the central 
banking system by the administration in office would appear 
inevitable, however much we may deplore it. The trend has been 
in that direction throughout the world, despite the general 
practice, and obvious theoretical advantages, of making central 
banks technically independent of changing political administra- 
tions, and of leaving their ownership in private hands. For 
governments will not, especially in periods of ~emergency, 
forgo exercise of a function so nationally vital as the determination 
of monetary and central banking policy. The danger admittedly 
exists that in periods of expansion the politically unpopular course 
of checking the boom will be difficult to take; but this was 
already the state of affairs under the system as it worked prior to 


the depression. 
A. D. GAYER 


Columbia University, New York. 
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Some Relations between Political and Economic Theory. By 
G. D. H. Cote (Macmillan & Co. Pp. 92. 4s. 6d. net.) 

Studies in World Economics. By G. D. H. Cote. (Macmillan 
& Co. Pp. 285. 12s. 6d. net.) 


WE have learned to expect from a new book by Mr. Cole 
something readable, topical, suggestive of new ideas and stimulat- 
ing to popular discussion. Both of these books are topical in 
what they discuss and in the main popular in their style and 
their appeal; both of them are instructive and leave one with 
a number of new trains of thought. Yet why is it that so fre- 
quently one lays down a book by Mr. Cole with something of an 
unsatisfied feeling, pondering whether it is a merit or a demerit 
that a book should leave one’s appetite more whetted than 
appeased? One has a sense that one has listened to someone 
thinking aloud, with the charm and sometimes the irritation 
which such listening entails. One feels eminently informed yet 
insufficiently enlightened. One feels stimulated to thought yet 
left with concepts which are vague and imperfectly defined. 
One feels that the commentary has been, perhaps, too facile; 
that the ideas discussed have been rendered in the process rather 
less interesting than their authors intended and a trifle pedes- 
trian, and the final conclusions, in the desire to make them 
plausible, rather too eclectic to have a quite satisfactory ring. 

In these two books Mr. Cole is far from the intention of 
merely thinking aloud. Yet the impression is not completely 
dispelled. Mr. Cole is intending to outline a political and social 
philosophy, efficiently shaped to the problems of the contemporary 
world; and it is this which gives to these scattered articles, 
essays and addresses the unity of each volume which the varied 
chapter-titles do not appear to have. Of the two books the smaller 
is in many ways the more satisfying, perhaps for the reason 
that, having the dimensions of an essay, it is more of one piece 
and less pretentious in its scope. This, which is reminiscent 
of the stimulating quality of Mr. Cole’s earlier and more political 
writings, aims to give a critical estimate of the three leading 
political philosophies which the twentieth century has inherited 
from the century before: the “ absolutist”’ theory of Hegel, 
which “differed from the earlier Idealists in conceiving the 
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universal not in static but in dynamic terms”; the rival Utili- 
tarianism of Bentham and Mill and the Fabians, which rejected 
any absolute other than the expedient; and Marxism, which 
attempted a synthesis of the two modes of approach. On the 
relation of Marxism to Hegelianism Mr. Cole has some interesting 
things to say, in particular in terms of the contrast between 
Marxism and Fascism. ‘“ Hegel’s thought,” it is aptly said, 
*“‘ was dynamic in relation to actual history, but static in the realm 
of thought itself. Marx’s doctrine is dynamic in both these 
aspects. . . . Hegel could define statically the conditions of the 
completed State before it had come into actual being. Marx, 
on the other hand, denying the logical priority of ideas to their 
actualisation, rejected the possibility of any such static presenta- 
tion.” Hence the glorification of the State as such in Hegelian 
Idealism and its direct descendants, as contrasted with the 
rejection of the bourgeois State in Marxism, which distinguishes 
the latter also from Utilitarianism and Fabianism. And again : 
“Marx and the Fascists seized on quite different elements in the 
Hegelian doctrine. Marxism seizes on the notion of historical 
evolution, and Fascism on the static and idealist elements. 
Fascism is Hegel without the dialectic : Marxism is the dialectic 
without Hegel.” Mr. Cole’s standpoint emerges fairly clearly 
from these studies. All absolute principles of politics are for 
him untenable. Everything is relative to its situation in history. 
Hence he goes further than the Benthamites in maintaining that 
“the ‘right’ in politics must be something appropriate to a 
particular situation and cannot be proclaimed . . . in universally 
applicable terms.” Here he seems to march in company with 
Marx, who sought “ to formulate a general theory in the light of 
concrete historical experience ”’; yet this too, in the final reckon- 
ing he rejects in so far as Marxism claimed to present a “ formula 
capable of being stretched to explain all history.” There is a 
discussion, more interesting than profound, of the relation between 
Utilitarianism and economic theory; and here similarly absolute 
formulations are rejected. ‘‘ Our theory of history, based on the 
conception of social evolution, warns us to expect from economic 
theory not universal conclusions but only conclusions limited in 
their application to a particular set of historical facts.” Mr. 
Cole leaves us with a not very explicit pragmatic dictum, that a 
social theory must be something designed to enable men to 
“act rationally on the assumptions which meet the needs of 
their environment.” 

The larger book is more diffuse and in its quality and interest 
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it is uneven. ‘There are six encyclopedia articles of no more 
than secondary interest: on Laissez-faire, Industrialism, Social- 
isation, Planning International Trade, Inheritance and Economic 
Mobilisation. There is an introductory article which conveniently 
contrasts in 27 pages the demerits respectively of State Capitalism 
and of Communism with the merits of a rejuvenated Socialism 
which is to have “ a new parliamentary strategy ” and apparently 
the voice of a sheep and the limbs of a lion (or, is it the other way 
round according to its audience?). To Communism as a creed 
for Western Europe he objects because it would frighten the 
middle class (p. 23). In ‘The End of the Bourgeoisie’ he 
develops his now-familiar views, which are akin to those of the 
Revisionist-Marxist Bernstein, about the new petite-bourgeoisie 
of the twentieth century, which is to be the audience of his new 
brand of socialism, and which he would seem to envisage as more 
homogeneous than it really is. Two articles for political reviews 
raise in general terms the problem of technical change, the 
distribution of income and “ technological unemployment.” 
Another deals lucidly and sensibly with the problem of “ con- 
sumers’ credit ’’ and the advocates of ‘‘ more purchasing power.” 
There are 10 pages on “The Economics of Advertising,” and two 
longer papers, respectively to Oxford and Cambridge economists, 
on “ Dr. Hayek’s Triangle” and “ Towards a New Economic 
Theory,” which contain the onus of Mr. Cole’s case with regard 
to economic theory. The book concludes with a paper read to 
the Aristotelian Society, in which he restates that particular 
doctrine of political pluralism for which Mr. Cole’s earlier works 
are famed. 

The chapters which deal with economic theory promise more 
than they fulfil, Here Mr. Cole has tackled two of the most 
complex problems of economic theory and method, which remain 
to-day considerably encumbered with confused notions : namely, 
the problem of technical progress and capital and the problem 
of the validity of the subjective theory of value in its application 
to different types of economic society. ‘These problems require, 
not only freshness of insight and suggestive brilliance, which 
have been the stimulating quality of so much of Mr. Cole’s 
political writing, but painstaking and systematic analysis, in 
which assumptions are rigorously laid bare and concepts made 
ruthlessly precise. This is not a task for hasty composition. 
One is left with the sense of a problem greater than the acumen 
devoted to its analysis. The chapter on “'Towards a New 
Economic Theory ” is fertile enough in the questions it poses, 
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but hardly does more than scratch the surface in answering 
them, both in its contrast between Marx and Subjective Econo- 
mics (which is superficial and incomplete) and in its discussion 
on the place of the theory of value in a Socialist economy. The 
chapter on Professor Hayek, for all its fluency, is often obscure ; 
and one suspects that the complexities of the problem are more 
numerous than Mr. Cole’s somewhat cavalier treatment of it 
implies. 

The theme which runs through this as through several other 
essays is a theory of under-consumption which Mr. Cole seems 
to have taken over fairly completely from Mr. Hobson. But 
since he nowhere makes his assumptions very plain, it is hard to 
gather what precisely it is that he claims. Crises and unemploy- 
ment he considers to be due “to a deficiency not in total 
purchasing power” but “in the amount of purchasing power 
actually expended on consumers’ goods and services,’ due to 
“the relative depression of the share of the national income 
going to the poorer sections of the community.’ Elsewhere he 
seems to place considerable importance on the fact that under 
capitalism ‘some incomes are also costs whereas others are 
not” (p. 39). The meaning is here ambiguous. If he means 
that as capital accumulation proceeds, then ceteris paribus there 
will be a tendency for the rate of profit on capital to fall, and 
since it falls discontinuously to cause crises, then his theory 
is substantially that of Marx. But this implies that, not the 
cheapness of labour, but rather its dearness (from the capitalists’ 
point of view), is what precipitates unemployment; and it will 
not follow that higher wages or distribution of increased purchasing 
power would prevent a crisis, as Mr. Cole appears to suggest. 
For instance, on page 136, he suggests that the degree to which 
the rate of interest will fall in face of an increased supply of new 
capital will depend on whether there is a contraction or expansion 
‘in the money income applied to the purchase of consumers’ 
goods ’’; and again, that ‘‘ the demand-price for capital depends 
in the last resort [italics mine| on the demand-price for consumers’ 
goods at the margin.” Mr. Cole seems to be saying something 
more than that savings may become “ hoarded”’ and so fail 
to eventuate in a demand for goods. One suspects that am- 
biguity arises here because Mr. Cole has separated too rigorously 
in his mind the problem of distribution and the problem of ex- 
change, and has failed to conceive them as a unity, as two facets 
of the same problem; with a consequent neglect of the essential 
truth which lies behind both Mill’s dictum that ‘demand for 
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commodities is not demand for labour,’ and Ricardo’s dictum 
that “if wages rise, profits fall.” Similarly, in his discussion 
of “ Dr. Hayek’s Triangle ” he seems to confuse dynamic concepts 
(the occurrence of new inventions) and static concepts (the 
introduction, because interest-rates are lower, of technical 
methods which were previously accessible but were not considered 
profitable); which seems to lead him into an ignoratio elenchi 
when he questions Prof. Hayek’s assumption that new capital 
will be invested in less remunerative employments than the old. 
What he is saying about the discontinuities which arise under 
the dynamic conditions of the real world are suggestive and worthy 
of careful discussion; but as he is ambiguous about the assump- 
tions he is using (despite a pretence to the contrary) we do not 
feel much the wiser. A reader’s difficulties are not lessened by 
a suspicion that, in discussing the supplanting of old capital 
equipment, he is challenging the essential truth underlying the 
doctrine that “rent (and hence quasi-rent) does not enter into 
cost of production” (e.g. p. 148), with its corollary that old 
capital will only be supplanted (short of monopolistic agreement) 
when the difference in cost between the old method and the new 
is at least as great as the whole capital-cost under the obsolete 
method. Again, in his discussion of “The Economics of Ad- 
vertising ’’ there seems to be some confusion between two distinct 
things: the elasticity of a demand-curve and what one may 
perhaps call the “ fickleness ’’ of a demand in the sense of the 
possibility of the whole demand-curve being shifted under the 
advertiser’s influence. This leads Mr. Cole to enunciate the 
questionable principle that advertising is only likely to “ pay” 
in cases of products with an elastic demand, and causes the 
significance of advertisement as a factor altering the position 
of demand-curves to be insufficiently appreciated, at any rate 
by the reader. 

Mr. Cole will doubtless retort that he is concerned, not with 
the abstract assumptions traditional to economists, but with 
getting close to the real world. For such an emphasis, which 
certainly pervades this book, one can have nothing but praise. 
Yet one can still regret that in his concern for realism he should 
at times seem to neglect the wood for the trees and to overlook 
the essentials of any analysis, namely, to ensure that one’s 
assumptions are both explicit and consistent and one’s concepts 
precise. 

Maurice Doss 


Cambridge. 
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International Comparisons of Cost of Living. International 
Labour Office. 1934. 5s. 


It is generally recognised that in countries where statistics of 
retail prices are developed, and there has been an adequate 
collection of budgets of expenditure, it is possible to make 
reasonably accurate measurements of the changes in the cost 
of living at some defined standard of living, over a short period 
of years during which there have been no violent changes of 
circumstances; but that as we lengthen the period difficulties of 
measurement increase, and that when we try to compare costs 
of living between two countries there are added difficulties of 
definition and the purely statistical obstacles become more 
serious. 

This problem of comparing costs of living between a number 
of countries at one date, so far as food and rent are concerned, 
is attacked in the publication before us by Dr. H. Staehle and 
Mr. R. Guye. Both from methodic aspects and as an - important 
solution of part of the problem the study deserves close attention. 

The fundamental difficulty may be thus described. At one 
time or place budgets show that quantities of goods qo’, 79’. Jo” 


are purchased at prices Po’, Po’ at another time or 
place quantities q,', q;", q,'"" . . . are purchased at prices p’, 


We can then write Laspeyres’ formula Py = 8(p9)/S(Po0%); 
or Paasche’s formula P, = S(p4q,)/S(po091)- 

P, shows the ratio of the costs of the first budget at the two 
sets of prices, and P, similarly of the second budget. 

Comparison can only be made strictly when we are considering 
one individual, or two with identical tastes, faced with two 
different price situations. Several writers have shown that it is 
reasonable to take some average of P, and P, to measure the 
change in the cost of maintaining an assigned standard in this 
case. It is not of much importance to choose one form of average 
rather than another in cases where the conditions allow a reason- 
able comparison. 

When, however, we wish to compare two countries, the 
question becomes :—A person in country A with a scale of 
preferences a, buys Yo” - - - quantities at prices po’, py”, 
po’ . . -; another in country B with a scale of preferences 6 
buys 91391" at py’, py”, py". How much higher 
or lower is the cost of living in A than in B? 

The possibility of any answer to this question evidently 
depends on the identity or close similarity of the kinds of goods 

No. 178.—VOL. XLV. x 
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purchased—we cannot compare a diet of rice with one of bread 
and meat—and on similarity of tastes. 

The novel element and the importance of Dr. Staehle’s study 
are found in the methods of testing similarity. 

Given detailed budgets for countries A and 6, Py) measures 
the ratio of the costs to a person of A of purchasing his basket 
of goods in B and in A. P, measures the ratio of a person of 
B of purchasing his basket in B and in A. Py, may be found to 
be greater than unity, at the same time that P, is less than 
unity; there is no necessary relationship between them. It is 
evident that the difference between the two must be small, to 
allow a valid measurement; but Dr. Staehle shows that this is 
not a sufficient criterion and develops others in addition. 

He adopts as criterion of comparability a quantity D defined 
as 

D = (Py — Po)/Po = p/Po- q/Qo-' 

Here 7,, is a coefficient of correlation between the price ratios 
P;1/Po and the quantity ratios q,/q);? the last two fractions 
measure the dispersions of the price ratios and the quantity 
ratios respectively. 

In fact o,/Py and o,/Q) can be regarded as measuring respec- 
tively the dissimilarity of the price systems of the two countries, 
and of the quantitative budgets in them. 

Even if D is small, still the differences in tastes of persons in 
the country may invalidate comparison. 

With this apparatus the budgets of a number of countries 
are examined. In doing this it has been necessary to compute 
the P’s separately for several grades of incomes in each pair of 
countries. Comparability may be good for low incomes, but 
bad for high, or may vary in any other way. In the end, regions 
of good comparability are selected. Thus for the north of 
Europe one region is composed of Stockholm as centre, with 
Oslo and Helsinki as subordinate; a second region or system 


1 The full notation for the formula for D is as follows :— 

Write Qo = Po = S(P1%)/S(Poto) a8 before. 
w= Polo: 

= — Pos ¥ = 91/40 — 
Write o,? = S(wx*)/S(w); = S(wy*)/Sw3; = S(wxy) opogS(w). 
Thon -0p/Py04/ Qo = — Qo) 

0 

(Spidi — PoSpots — QoS P1%0 + PoP oS Pode} /PoS(Pot1)- 
{PSpoqi — — QoSP1%0 + QoS 
(Py — Po)/Po- 

2 The correlation is negative if higher relative prices are associated with lower 
relative quantities. 
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has Oslo as centre and Helsinki, Stockholm and Copenhagen as 
subordinate. By an ingenious method the regions are then 
compared with each other. A result is given on p. 70, where 
index-numbers are tabulated on two systems for Stockholm, 
Oslo, Copenhagen, Helsinki, Berlin, Brussels, Warsaw, Riga, 
Tallinn, Prague, Vienna and Switzerland. The whole process, 
which has involved an endrmous amount of computation, is 
too complicated to summarise. It is claimed, and with justice, 
that such “indices” are superior to those formerly obtained 
from a “single” “‘ international basket.” 

We may affirm that a satisfactory method has been found of 
giving a practical answer to the problem of comparison of retail 
prices internationally over a defined region where reasonable 
comparison is possible. 

It is to be hoped that an allied, and prima facie more definite, 
problem will presently be attacked :—How are the changes in 
cost of living in one country to be compared with thanges in 
another? Is it sufficient to quote simply the movements of the 
index-numbers of the cost in the two countries without analysis 
of their comparability? Or are all the conditions set out by 
Dr. Staehle necessary to make a comparison reasonable ? 

A. L. BowLey 
London School of Economics. 


Social Judgment. By GrawaM WaLLAs. (London: Allen and 
Unwin. 1934. Pp. 175. 5s.) 


Miss WALLAS has done well to edit and publish the last un- 
finished work of her father. It is partly that we are glad to know 
what seemed to him in his last years to be the most important 
aspect of the problem to which he had devoted so much study, 
the problem—to quote Miss Wallas—‘‘ how knowledge of the 
nature of individual man may be used for the general good of 
mankind.” But it is partly also because the illuminating quality 
of his thought is apparent in every fragment that he wrote. 
Graham Wallas had a genius for discovering new themes and for 
looking at old themes in a new way, transforming familiar material 
by that subtle blending of the personal with the universal which 
made him a great teacher and a superb talker. The value, 
therefore, of these introductory chapters as an inspiration to 
others remains intact, even though the more objective study 
which should have followed them was never written. 

His thesis is that social judgment—the judgment that leads 


to action—requires a co-operation of reason with emotion. It is 
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necessary not only to “ think out ”’ a social problem, but also to 
“feel it out.” He felt that this co-operation was becoming 
increasingly difficult owing to the division of labour which caused 
the pure scientist to eschew any attempts at the evaluation of 
ultimate social ends. Not only might this prevent mankind from 
reaping the full benefits of increasing knowledge, but there was a 
grave danger lest the desire to uphold the high prestige of science 
might lead to a depreciation of the methods both of the social 
philosopher and of the man of action, and this danger was en- 
hanced by the tendency to regard pure science as at least the 
major, if not the only concern of academic teaching. In the 
course of his argument he touched briefly on many of the most 
intricate problems of social ethics and of methodology, but he was 
not able, in the part of his work which he had more or less com- 
pleted before his death, entirely to disentangle the complicated 
issues involved. 

His preoccupation with the unduly sharp antithesis made 
between reason and emotion appears to have obscured an import- 
ant point. There are really three processes in question, not two. 
There is the first emotional response to a situation which creates a 
desire to act, then the scientific analysis of the situation and the 
possible means, and finally the ultimate decision which utilises 
this analysis but implies also a choice of ends. Between the two 
last there is, it may be, too little co-operation, but there is no 
necessary antagonism. The real enemy of scientific method is the 
first stage, or, rather, action which follows immediately on this 
stage. And the confusion arises owing to the ease with which 
the mind can persuade itself that it has covered the whole course, 
by rationalising its emotional urges. This having been recognised, 
two problems emerge. First, how can the necessary co-operation 
between science and judgment be achieved? It is dangerous to 
treat them as specialisms allotted to different minds, because in 
practice they must be combined in the same mind. The adminis- 
trator must make use of science, while the scientist, if he be 
human, cannot be prevented from exercising judgment. Each 
is tempted to act independently of the other, although in half the 
field he may be an incompetent amateur. The second problem 
goes deeper. Is there, between the two, a field in which they must 
unite in a single process? What is the scientific status of that 
empirical analysis of concrete situations, where other things are 
never equal, which cannot claim the precision of logical necessity 
but which can estimate probabilities and which requires for this 
purpose a highly-developed technique, far removed from that easy 
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subservience to prejudice and emotion which science so much 
dislikes? Wallas has much to say on this, but the full answer 
could not emerge without the investigation of social institutions 
which it was his intention to make. To many it is, in fact, the 
question whether therecan besuch a thing as a science of Sociology. 
T. H. MarsHALL 
London School of Economics. 


The Future of Monetary Policy: a Report on International 
Monetary Problems by a Group of the Royal Institute of 
International Affairs. (Oxford University Press: Milford, 
London. 1935. Pp. 219. 10s. 6d.) 


Tu1s volume constitutes the Final Report of the Study 
Group on International Monetary Problems : in it are embodied 
the conclusions which have emerged from a two-years’ discussion 
of a distinguished group of bankers, economists and financial 
experts. Here, the Group is not concerned with outlining the 
problems or diagnosing causation, except where these are needed 
for exposition, but with the positive work of suggestion and 
solution. Clearly, therefore, this is an important contribution to 
an important subject. 

Two objectives are recognised, with one dissentient, as the 
ends of monetary policy—the one, “continuity of values,” the 
other, stability in foreign exchanges. The latter, however, is set 
down by the majority as an ultimate objective, and Exchange- 
stabilisation for this country is not recommended as immediate 
policy. ‘‘ A system pretending to be international in a compart- 
mentalised world is doomed to failure” (p. 24). On the other 
hand, some measure of reflation obtains general support; some 
members supporting public works programmes, others contenting 
themselves with cheap money, but all condemning currency 
depreciation as a method of price-raising. 

To achieve its long-term aims, the Group makes several 
interesting suggestions, ranging from the recognition of B.LS. 
deposits as central bank reserves to pleas for machinery for 
liquidating state indebtedness other than by default and for the 
creation of some credit institution for facilitating loans to com- 
munities suffering the pangs of reorganisation. To overcome the 
threat to “continuity of values” inherent in the presence of 
“bad” money, the proposal to make permanent the Exchange 
Equalisation Fund is endorsed, and the establishment of such 
institutions advocated in other economies sensitive to monetary 
disturbance. 
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In filling in the details of these proposals, the Report is 
generally marked by a realism which is often absent in such work. 
This, I think, is nowhere better illustrated than in the analysis 
of the dangers to be faced by a community concentrating its 
activities upon a narrow range of products. The diseconomies of 
specialisation are ably and valuably discussed, without, however, 
leading the Group to countenance economic independence. Yet 
here some observations will not pass uncriticised. The Mac- 
millan Committee’s comment on the new issues of 1928—quoted 
with approval on page 162—should be read with caution. One 
large concern, more prosperous to-day than in 1928, lost (accord- 
ing to the Stock Exchange) 75 per cent. of its equity capital. 
Not only investors in greyhounds and spring mattresses were 
frightened of their morning papers in 1931. The suggestion that 
foreign lending should take the form of investment in equities 
is fraught with dangers and difficulties without promising a solu- 
tion of the problems discussed. The experiences of Chile and 
China are illustrative. 

The main interest of the work lies in another direction. 
“ Continuity of values’ is a phrase used to denote stability of 
prices (to some members of the Group) as qualified by altering 
costs (to others). It is not clear whether continuity must ulti- 
mately be interpreted internationally or, by each country, 
domestically. Presumably, from the remarks upon the guidance 
of central banks, the latter is correct. 'The Group try to reconcile 
continuity with exchange stability by alleging their comple- 
mentarity, and, as a qualification, by suggesting tentatively that 
exchange rates might be subject to revision. It is, however, by 
no means clear that they are complementary except in rather 
unusual circumstances. And as one of such circumstances may 
well be illustrated by the present, there is an appearance of 
inconsistency in the majority fighting shy of immediate exchange 
stabilisation. ‘This leads one to suppose, what other parts of the 
Report also suggest, that continuity of values is interpreted with 
rather an expansionist bias. It is, of course, true that continuity 
is discouraged by widely fluctuating exchanges, and exchange 
stability by widely fluctuating prices. Yet these are not the only 
conceivable conditions, and the Report is driven to suggest that a 
rising money wage level and a readiness to allow gold imports to 
back expansion should both be adopted. ‘This may well result 
in the abandonment by some countries of the continuity so 
earnestly desired. It must be held against the Report that it 
over-emphasises the necessity of stable exchanges for the develop- 
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ment of a world economy. Debtor countries will probably find it 
beneficial to tie their currencies to those of creditor countries—as, 
indeed, has broadly been done. But in the world as a whole—as 
between Lancashire and China and India in the old days, and by 
Japan to-day—trade can adapt itself to fluctuating exchanges, 
though it cannot tolerate control or collapse. Currency stabilisa- 
tion to-day is desired less for itself than for the freedom which 
many think it must precede. 

It is, therefore, impossible not to feel that the foundations of 
the Report are somewhat insecure, and that on the two main 
proposals there is more divergence of opinion within the Group 
than is visible at first sight. It is natural that a sharp cleavage 
should be advertised on immediate exchange policy. Exchange 
freedom may be valued for other than the not very convincing 
reasons advanced by the majority: it is hard to resist the 
suspicion that in a changing world much the same case will always 
be arguable for separating immediate from ultimate policy. 

J. STAFFORD 

Victoria University, 

Manchester. 


The Employment Exchange Service of Great Britain. By T. 8. 
CHEGWIDDEN and G. Myrppin-Evans. (London: Mac- 
millan & Co. 1934. Pp. xiv + 310. 14s.) 


THE scope of this volume is well described by its sub-title as 
“an outline of the administration of placing and unemployment 
insurance.” The study was written at the request of Industrial 
Relations Counselors, Incorporated, of New York, as the first of 
a series making available the experience of other countries to 
those in the United States interested in their own recently 
formed Employment Service and in the current proposals for 
introducing unemployment insurance. The work is authoritative, 
as the authors are permanent officials with extensive experience 
in the Employment and Training Department of the Ministry of 
Labour. 

In a foreword appropriately written by Mr. Winston Churchill, 
who as President of the Board of Trade introduced the Labour 
Exchanges Bill into the House of Commons in May 1909, reference 
is made to developments of the system during the past twenty- 
five years, including its adaptation to war-time recruiting of 
labour, the demands of demobilisation, the extension of unemploy- 
ment insurance especially in 1920, and the heavy unemployment 
of post-war years. 
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While circumstances have caused the volume of insurance work 
to be greater than that of placing, the authors devote at least 
four-fifths of the text to the latter more constructive side of the 
Exchange Service’s activities. Part I is introductory, reviewing 
population, labour supply, employment and unemployment. 
Inter alia, the authors indicate that there is no general tendency 
for women to replace men in industry, that about 26 per cent. of 
insured boys and girls are attached to the distributive trades, and 
that the numbers employed in agriculture continued to decline 
during the first ten or twelve years after the war. 

Part IT outlines the organisation of the Employment Exchange 
Service, with over 1,150 Exchanges and Branch Employment 
Offices, and the structure of a typical Exchange is described. 
Placing procedure is reviewed, including the special methods 
adopted for juveniles and seasonal workers. Measures for en- 
couraging mobility of labour are also described, and it is claimed 
that, although the depression has greatly reduced the opportunities 
of successful transference from the areas suffering most from 
unemployment, the transfer schemes have made no small contri- 
bution towards increasing the mobility of labour. Thus, between 
August 1928 and June 1933 over 104,000 persons, of whom 93,169 
were men, had been transferred from the depressed areas. An 
account is given of the various training schemes, and reference is 
made to the success of systems for reducing the surplus of casual 
labour, especially by registration of port workers, and to restric- 
tions upon the number of new entrants into certain coal-mining 
occupations in areas where there is a surplus of miners. 

Interesting statistics of placing are given, showing that the 
percentage of vacancies notified to the Exchanges which were 
filled rose from 83-3 in 1922 to 92-0 in 1932. A large increase is 
shown in the number of vacancies filled in certain industries, e.g. 
engineering, iron and steel, and textiles. The Exchanges place 
nearly one-third of the wholly unemployed workpeople who 
obtain employment in the areas in which they are registered. 
For women the placings indices are considerably higher than for 
men, while the number of juveniles placed by Employment 
Exchanges and Juvenile Employment Bureaux during 1932 was 
321,059, or about three times the number in 1922. Approximately 
one in four of all engagements of juvenile labour is effected 
through the official organisations. 

Emphasis is laid upon the fact that the use of the placing 
system by employers is voluntary, and that the Exchanges are in 
competition with other methods of recruiting. This has made 
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it essential to submit to employers only those applicants who 
are industrially best qualified for the jobs offered. It follows that 
offers of work through the Exchanges cannot and should not be 
used, except incidentally, to help in the administration of unem- 
ployment insurance as tests of the genuineness of claims to 
benefit. On the ‘genuinely seeking work” controversy the 
authors conclude that the system in operation from 1924 until 
1930 tended “‘ to defeat one of the objects for which the Exchanges 
had been set up, namely, to obviate the need for tramping after 
problematical work, and was stultifying the appeal to employers 
to engage their labour through the Exchanges rather than by 
the haphazard methods of advertisement or ‘ at the gate.’ ” 

The insurance administrative system is reviewed in Part ITI, 
which includes the methods of dealing with direct claims, indirect 
claims where a trade union is responsible for the administration, 
proof of unemployment, and the computation and payment of 
benefit. The conditions disqualifying an insured person from 
right to benefit are also discussed, together with the special 
provisions applicable to seasonal workers and married women, 
and the reference of disputed claims to the Court of Referees. 
The volume concludes with about sixty pages of valuable appen- 
dices giving statistics, a list of the forms used and a description of 
the principal returns and reports compiled in the regular adminis- 
tration of the system. 

The authors had completed their study before the administra- 
tive changes required by the legislation of 1934 were made and 
before the 1931 Census statistics were available showing the 
occupational and industrial distribution of the population. This, 
however, detracts little from the usefulness of the volume, which 
on most points of procedure is up-to-date, and which gives the 
information necessary for understanding the practical working 
of the system, while indicating its value as a factor in Britain’s 
internal stability and in contributing to her resilience during the 
depression. 


The University of Leeds. 


J. Henry RICHARDSON 


The British Attack on Unemployment. By A. C. C. Hit, Jr. 
and Isapor Lusry. (Washington, D.C.: The Brookings 
Institution. 1934. Pp. xiv + 325. $3.00.) 

Ir has long been evident that the United States must one 
day adopt a comprehensive system of unemployment insurance. 

The great research foundations, which do the work of inquiry 
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and objective thinking which her government for the most part 
neglects, have therefore for some years been collecting and 
digesting information about the systems of insurance and relief 
which prevail in other countries. This study, undertaken by 
the Brookings Institution, is a welcome addition to—in parts 
an improvement upon—those already completed with the aid of 
the Rockefeller Foundation. It is all the more interesting 
because Dr. Lubin, one of the authors, is now United States 
Commissioner of Labor Statistics and was one of the advisory 
group who assisted in drawing up the recent report to the 
President on economic security. 

All but thirty pages of the book are taken up with a descrip- 
tive and historical account of our system down to the passage of 
the Act of 1934. This is admirably done: the authors (of 
whom I believe Dr. Hill is mainly responsible for the detailed 
work) are to be congratulated upon the skill with which they 
steer their way through the confusion created by the successive 
statutes. ‘They succeed in giving a clear, readable and reliable 
account—omitting unnecessary detail, yet sacrificing nothing of 
importance for their purpose—of the Employment Exchanges, 
of transference and training, and of relief works, as well as of 
insurance and relief and their finance. The inclusion in a flap 
at the end of the book of half a dozen specimens of the chief 
forms—including an unemployment book—used in the adminis- 
tration of the insurance scheme is a valuable addition to the 
statistical tables and explanatory notes which form the appen- 
dices. The American reader, for whom it is mainly intended, 
will find the book a useful and handy guide; and it may be 
recommended to students on this side of the Atlantic who have 
no time to read the reports of the Royal Commission. 

Readers of this JouRNAL will be chiefly interested in the two 
final chapters, in which the authors, rather too summarily per- 
haps, state their main critical conclusions. They find the 
Exchange system admirable in many respects, but regret that 
the routine work of benefit payment has borne so heavily upon 
the staff that they have not had adequate time for the more 
important work of placement. They consider that compulsory 
notification of vacancies should have been enforced upon em- 
ployers in the industries where recruitment is most haphazard. 

They have no difficulty in disposing of the arguments—still 
to be heard in America—that the payment of unemployment 
benefit “ demoralises”” the recipient and hampers industry in 
its competition with the foreigner. They follow the majority of 
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our Royal Commission in favouring a sharp distinction between 
insurance and relief. ‘The arguments of the minority against 
any distinction are not considered, for the authors hold that 
‘‘ insurance against unemployment is fundamentally no different 
from other forms of insurance.” They favour, however, the 
inclusion of most of the classes of labour now excluded from the 
British scheme; they would adjust contributions and benefits 
according to earning power rather than according to age and sex. 

In discussing the wider effects of State policy in this country, 
the authors wisely conclude that such spending on public works 
as has been carried out was distributed over too long a period, 
and in any case was undertaken at an entirely unsuitable stage 
of the trade cycle: its failure has no bearing on the controversy 
over the contention that public spending can promote recovery 
from depression. But their reiterated claim that mobility was 
hampered by the public works undertaken before 1928, because 
these were confined to the depressed areas, does not seem to 
me to have great force. I doubt whether effective migration 
from South Wales, for example, could have been any more rapid 
than it was in those years. Much more important, certainly, 
was the effect upon mobility of organised short time, made 
possible by unemployment insurance, among Lancashire cotton 
operatives, South Wales coal-trimmers and other workers. Our 
authors do not deal with this. They also go astray when they 
say: ‘“‘The potentialities of the unemployed British wage-earner 
to profit from general lectures and discussions of history, economics, 
literature, and art, and to enjoy and profit by the public museums, 
have scarcely been tapped.” That criticism is surely very wide 
of the mark. But these are after all only minor flaws in a con- 
spicuously successful study of a complicated tangle of institutions 


in a foreign country. 
H. A. MarquanpD 
University College, 
Cardiff. 


Theories of the Trade Cycle. By A. L. Macrre. (London : 
Macmillan & Co. 1934. Pp. x + 198; 7s. 6d. net.) 


Tuis book is an attempt to present a comprehensive picture 
of current doctrines as to the causes of industrial fluctuations. 
After an initial brief chapter on ‘‘ The Facts and the Problem ” 
Mr. Macfie proceeds to examine in succession “real” theories, 
monetary theories, ‘‘savings and investment’’ theories and 
“ psychological ”’ theories. His approach is friendly but critical ; 
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he is anxious both to stress the particular merits of each and also 
to modify and correct it with a view to fitting it into place along 
with its fellows in a coherent whole. A final chapter summarises 
the main results of his analysis, and poses, but does not discuss, 
the question whether the trade cycle can be cured without a 
radical reorganisation of the economic system. 

An undertaking of this kind is both courageous and timely. 
It is not, of course, to be expected that a book which covers so 
wide a field in less than two hundred pages should represent a 
major work either of criticism or of synthesis. But Mr. Macfie 
has done good service both in that he has helped students of the 
trade cycle not to forget the whole in their preoccupation with 
one or two of its parts, and also in that he has laid an emphasis, 
unusual in these days of acrid controversy, upon the possibility of 
harmonising the apparently irreconcilable views of our leading 
thinkers. Unfortunately he has allowed himself to be deflected 
from his task as a peacemaker by the desire to make his book 
useful to students in their second year. He believes that it will 
“smooth their passage ’’ from static to dynamic theory and will 
assist them when they embark upon the difficult study of the 
short period; in fact in his preface he expressly states that this 
is its main purpose. Now it is very doubtful whether the book is 
really suitable for beginners. Not merely is its style far from 
easy, but its contents are likely to prove at times definitely mis- 
leading. The student who is guided by Mr. Macfie will get the 
impression that everybody agrees with Mr. Hawtrey in attaching 
importance to fluctuations of stocks in the hands of dealers; that 
there is no essential difference between the published views of 
Mr. Keynes and Mr. Robertson; that the only fatal objection to 
under-consumption theories is their failure to distinguish between 
savings and investment; and that the “‘ psychological ” theory of 
Professor Pigou can be dismissed on the ground that errors are not 
psychological and cannot, therefore, be either optimistic or 
pessimistic. I am not, of course, suggesting that Mr. Macfie 
intends any of these conclusions to be drawn from what he says. 
But I am sure that one or more of them will be drawn by any 
unwary student who uses the book in the way in which Mr. Macfie 
wants it to be used—namely, as an introduction to further reading. 
And, more generally, I am not at all convinced that it is wise to 
inculcate beginners with the belief that most writers on the theory 
of the trade cycle are in fundamental agreement and differ from 
one another only in emphasis—justifiable as we no doubt all hope 
that belief will turn out to be. 
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Moreover, the fact that Mr. Macfie has addressed himself to 
students as well as to his colleagues has led to his tolerating gaps 
and loose ends in his book which seriously impair its value as a 
contribution to the synthesising of trade cycle theories. The 
chapters on “real ’’ causes and on under-consumption theories 
are not merely rather superficial in themselves but are scarcely 
related to the rest of the book. That on “‘ psychological ” theories 
is devoted practically exclusively to an interesting but dispro- 
portionately long and not very relevant analysis of the emotional 
and instinctive roots of optimism and pessimism. And it is only 
in the central part of the book, which deals with the doctrines of 
Mr. Hawtrey, Professor Hayek and Mr. Keynes, that he effectively 
settles down to his task of correlation and synthesis. These 
chapters are extremely stimulating. But they are far too short 
to do justice to their theme; nor is there room in a short review to 
discuss the issues which they raise. 

There is an analytical table of contents and a short biblio- 
graphy, but no index—a serious omission in a book of this type, 
in spite of the author’s claim that it is not necessary. 

L. M. FRASER 
The Queen’s College, 
Oxford. 


La Crise de la Monnaie Anglaise (1931). By 8S. J. Cariroris. 
(Paris: Recueil Sirey. 1934. Pp. 210. 30 francs.) 

In tracing the causes of our departure from the gold standard, 
this book goes back to the conditions existing in 1925 and earlier. 
Necessarily the main theme of the argument is familiar : stabilisa- 
tion at too high a value and the subsequent failure to carry out 
the necessary deflation. But the book commends itself by its 
lucid style and the care with which the relevant facts are assembled. 

Dr. Catiforis distinguishes between the “technical” and 
“economic ” deficiencies of the 1925 stabilisation. Under the 
former head, his main point is that our gold reserve was from the 
first inadequate. This is no doubt an arguable view, but it is 
unsatisfactory to base the argument mainly on the relation 
between the gold reserve and the Bank of _England’s internal 
liabilities. I am also surprised that the author should find fault 
with the character of the Bank’s assets, on the ground that they 
should have included a greater proportion of commercial paper. 

By the economic conditions of stabilisation, Dr. Catiforis 
means the appropriateness of the rate, given all the other 
conditions. He finds that the adoption of the old gold parity was 
justified on a comparison of English and American prices, but that 
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this rate became too high as a result of the excessive devaluation 
of the continental currencies. It seems to me that he relies 
unduly on an elementary purchasing power parity theory in the 
first part of this conclusion. The more general conclusion that 
sterling was overvalued is supported by a study of the Board of 
Trade balance of payments figures and other evidence of increasing 
short-term foreign indebtedness. 

The policy adopted by the Bank of England in this situation is 
fairly described as the passive one of waiting for something to 
turn up in the form of a rise in world prices. Dr. Catiforis shows 
himself well aware of the difficulties in the way of an active policy 
of deflation. But I think he makes too much of the easy argument 
that the Bank failed to respond appropriately to gold movements. 
Apart from the fact that the loss of gold was by no means con- 
tinuous, there is the consideration that if the Bank had adopted 
the obvious means to avoid a net loss of gold, the result might 
have been achieved through a further increase of short-term 
foreign indebtedness combined with a decrease of imports as a 
result of increased unemployment, leaving the underlying situation 
rather worse than better. 

In his last section Dr. Catiforis gives a useful summary of 
British policy since the departure from the gold standard. His 
account of the Exchange Equalisation Account and its operation 
is conspicuously sympathetic. His later statement that the pound 
has been somewhat undervalued is hardly supported, however, 
by the figures which he cites for the balance of payments. 

The broad conclusion of the book is that we made the mistake 
of being in too much of a hurry to return to gold in 1925, and that 
we are not likely to repeat that mistake. 

In a short review points of disagreement tend to receive dis- 
proportionate prominence. Whether right or wrong, the author’s 
comments add interest to what is in any case a very useful 


summary. 
P. Barrett WHALE 


The London School of Economics. 


Treasuries and Central Banks. By D.W.Dopweii. (P.S. King. 
Pp. xiv + 218. 10s, 6d.) 


Mr. DopwELL has written a very useful book. He does not, 
it is true, remove the veil of secrecy which has always covered 
certain important aspects of his subject. In fact he has drawn his 
information almost entirely from sources already public. But it 
is a great advantage to have the facts brought together and 
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presented in a coherent system. Above all, the author is to be 
praised for his clear-headedness—his freedom from those vague, 
unanalysed presuppositions with which writers on the practical 
problems of finance are so often infected. 

Apart from a general Introduction and Conclusion, the book 
deals with the relations between the Treasury and the banking 
system in the United Kingdom and in the United States. The 
treatment is historical in form and in each case a division is made 
between the pre-war and subsequent periods. The account of 
the English relations is commendably clear, and should be found 
useful for teaching and reference purposes. To most English 
readers, however, the chapters on America will be the most 
interesting parts of the book—particularly the accounts of the old 
Independent Treasury system and of the way in which Treasury 
balances have been managed since the war. 

Many will be surprised, I think, to learn that whilst “ the 
greater part of the (U.S.) Government receipts and disbursements 
are handled through the Federal Reserve banks and their 
branches,”’ the Reserve banks have normally held only a com- 
paratively small part of the Treasury balances. A much larger 
part has been held by the commercial banks, chiefly as “ special 
depositaries.” In form these special deposits are constituted by 
allowing these banks to retain their own subscriptions to Treasury 
certificates of indebtedness on deposit, until the money is required 
by the Treasury. But as the certificates are repaid each quarter 
from the proceeds of the quarterly tax collections and then 
immediately replaced (in large part) by new issues, the effect, as 
Mr. Dodwell shows, is substantially the same as though the taxes 
were left as deposits in the taxpayers’ banks until the Treasury 
required the money. In principle, granted the solvency of the 
commercial banks, Mr. Dodwell considers that arrangements of 
this kind may disturb the monetary system less than the con- 
centration of Government funds at the central bank. 

An interesting point discussed in the English part is the effect 
of the concentration of tax payments in the early months of the 
year, now that there is the possibility of returning the money to 
the market fairly speedily through the repayment of Treasury 
bills. Mr. Dodwell finds that a certain reduction in the reserves 
of the joint stock banks still takes place, and so far as this is 
avoided by the repayment of Treasury bills, he considers the 
effect only a little less deflationary. His treatment of the point 
is hardly full enough, however, to be entirely convincing. 

On the question of the relations between Treasuries and 
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Central banks in the determination of general credit policy, Mr. 
Dodwell adopts a sensible middle view. A working compromise 
has to be found between political control and central bank 
independence, the precise form of which must depend on the 
traditions and institutions of each country. 

P. Barrett WHALE 


Social and Economic Reconstruction in the United States. By 
H. B. Butter. (Geneva: International Labour Office. 
1934. Pp. viii + 401.) 

The New America. By Artuur (Lon- 
don: Macmillan. 1934. Pp. xiii + 238. 10s. 6d.) 


Tue [.L.0. Report on the economic achievements of the New 
Deal is a lucid and comprehensive analysis of the legislation of the 
73rd Congress, and of the administration of the new Acts up to 
July 1934; in this field it is likely to remain for some time the 
standard work of reference. The making and administration of 
codes under the NIRA is notoriously a subject ill adapted to 
descriptive generalisation, but Mr. Butler has threaded his way 
through the labyrinth with confident ease, and the whole book is 
unusually competent. 

In the United States, however, political action is determined as 
much by personalities as by economic beliefs. Mr. Butler is 
certainly aware how large a part individuals have played in 
shaping the legislation of the New Deal, but his official position 
probably prevents him from discussing personalities in his book 
and so giving greater life to his narrative. He can tell us just how 
things happened and what the results were, but not why they 
happened just as they did. The New America might reasonably 
be expected to fill the gap. Sir Arthur Steel-Maitland has held 
office in a Conservative Government in this country ; and it would 
have been most interesting to have his opinion not only on the 
measures of the most “ Radical” Administration which has ever 
governed the United States but also on the men who are running 
it.1 Hehasnotgivenit. It is clear that he admires the President, 
is sympathetic with the social ideals of the Administration? and 
on the whole appreciative of their performance; but he has 
preferred to mention the chief actors by name as little as possible, 
and not to sketch their characters at all. A chief difficulty in the 
writing of contemporary history is that, if contacts are to be 

1 This review was written shortly before the late Sir Arthur Steel-Maitland’s 


sudden death, which all who are interested in industrial relations will join 
in deploring. 
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preserved, the historian cannot write freely about those statesmen 
whom he knows best. 

The picture of the New Deal legislation is therefore over- 
rationalised, and logical reasons seem to have been found for 
behaviour where none actually existed. Both these books admit 
that the President’s own wishes have been of supreme importance ; 
but they do not point out that, while tolerably clear about 
ultimate aims, he has an open mind about methods and is always 
in touch with a set of advisers (ranging, say, from Dr. Tugwell to 
Mr. Baruch) who can be relied on to give him a wide selection to 
choose from. Two reasons predominated in the decision to leave 
the gold standard in 1933. The first was that the farmers were 
threatening a general strike and martial law had been declared in 
Iowa; serious trouble might be (and was) averted if the Adminis- 
tration gave proof of a determination to get something done. 
Second, all his advisers agreed that prices would rise sharply if the 
dollar was devalued, and greatly exaggerated the possibilities for 
good or evil. Thinking a rise in prices desirable the President 
went off gold. It is true that the result was to give him a free 
hand in domestic policy without fear of international reper- 
cussions, but this was not an original reason for the decision. 
After giving devaluation an extended trial he became convinced 
that such rise in prices as there had been was mainly due to 
increased costs under the NIRA; and the dollar was again tied 
to gold. The bias of the Administration in monetary policy has 
always been in favour of “ sound ”’ finance. 

Neither Sir Arthur nor Mr. Butler supports the view that the 
President should have aimed at recovery first and reform after- 
wards, but implies, on the contrary, that such a course would have 
been quite impracticable. The Acts which made possible the 
abolition of child labour, official recognition of trade unions, and 
the setting up of the Tennessee Valley Authority, for instance, could 
only have been passed at a time when every member of Congress 
wanted something done quickly; and the President showed his 
usual political skill by making it clear that the more obstinately 
anyone held up a measure which he disliked, the longer would be 
delayed the reforms of which he approved. To do this Roosevelt 
had to offer some concession to every section of opinion; and that 
is the chief reason why it is so hard to deduce from his legislation 
the economic philosophy which inspired it. 

Sir Arthur is very critical of the usefulness of public works 
during a depression, but his arguments are unconvincing; and 
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methods are carrying the burden not only of recovery but of 
reconstruction. . . . Without the programme of extraordinary 
Government expenditure . . . it is highly questionable whether 
parts of the reconstruction programme could be carried through 
without bringing the economy of the country to a standstill.” 
Neither writer stresses sufficiently the remarkable achievement of 
the Civil Works Administration which was employing four million 
people within two months, on works whose value Sir Arthur 
unjustifiably disparages. Housing is the one form of public 
works for which Sir Arthur shows enthusiasm, but though one 
must agree with him about the need for a Government housing 
programme it is possible to have doubts about its timing. It 
seems only too probable that building activity will be con- 
centrated on the upswing of the trade cycle, and that its cessation 
will intensify the next depression. 

Each book has a most instructive chapter on industrial 
relations, and some of Sir Arthur’s comments are very shrewd. 
Mr. Butler emphasises that ‘‘ any permanent change in the dis- 
tribution of income in favour of the wage-earners cannot be 
consolidated otherwise than by organisation on their part”; and 
the strength of the company union is at once significant. It is due 
partly to the craft organisation of the trade unions, partly perhaps 
to the extent to which some of them are dominated by racketeers, 
and partly to the prosperous conservatism of the A.F. of L. 
leaders, with whom the ordinary unskilled labourer can feel 
nothing incommon. But Sir Arthur is surely too optimistic when 
he writes, “‘ Moreover, if there are several large firms in an industry, 
each with its company union, the natural development will be for 
these unions to coalesce in course of time into one independent 
industrial union, which will be stronger and better led than any 
group of craft unions would have been.” It is precisely in the 
hope of preventing any such amalgamation that company unions 
are favoured by the management. 

It is inevitable that a review should stress points of difference 
rather than of agreement, and those who do not wish to go into 
the subject in great detail will find in The New America an excellent 
sketch of the history of the New Deal. All the essential facts are 
there, and in general the comments are well-informed and sensible. 
It is especially gratifying to find a firm insistence that recovery in 
the United States is inevitable, and that the danger is that increased 
business activity will lead to an undue inflation of credit. The 
member banks have over $1,800,000,000 of excess reserves. But 
it is a pity, when the President is considering how unemployment 
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relief can best be placed on a permanent basis, that Sir Arthur 
should lend his support to the insurance principle. If premiums 
really varied for each worker with the risk of his unemployment, 
and if the amount of unemployment was within the control of 
either worker or employer, a case could be made out forit. But in 
England to-day the “ insurance principle ” is simply a shorthand 
for the proposition “ funds for unemployment relief can best be 
raised by a tax on employment,” and there is little reason to 
believe that this proposition is true. 


Magdalene College, 
Cambridge. 


C. H. P. Girrorp 


Fihrer durch die Krisenpolitik. By Fritz Macuiup. (Wien: 
Julius Springer. 1934. Pp. xv + 232.) 


THE call for simpler economics, for more instruction of the 
lay mind by economists, is answered by Dr. Machlup’s book. It 
is not intended for economists, nor is there any analysis in it for 
them. It might have been called economic fallacies in proposed 
remedies for trade depression. The range of topics considered is 
wide, including expansion of credit, creation of employment by 
investment, reduction of the burden of debts, national self- 
sufficiency (Autarkie), interferences with foreign trade, monetary 
reform, saving versus spending, and planning. 

The possibility of ‘‘ cranking up ” the economic system by an 
expansion of credit is treated first, and it is unequivocally con- 
demned as a remedy for depression. A temporary stimulus can 
be achieved, but depression is sure to follow because credit must 
be progressively expanded for prosperity to be sustained. The 
existence of unemployed instruments does not make the case 
for credit expansion more favourable: the employment of them 
involves the use of “ fluid capital,” and if this is provided by 
extending credit the nemesis is certain, because credit cannot be 
expanded indefinitely. When the crisis occurs it becomes clear 
that there has been mal-investment of resources, that capital has 
been destroyed, which is the cause of the crisis. This argument 
is central to the whole book ; in fact it gives the book its systematic 
character. 

It is a striking fact that remedies appear much more promin- 
ently than causes in Dr. Machlup’s book. The reason is not far 
to seek : there is in his view only one major cause of depression, 
and that is destruction (or consumption) of capital. No proof of 


this is given—nor is it called for by the author’s view of the nature 
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of the book—but it is assumed to be the chief if not the sole 
cause whatever the manner in which it is brought about. The 
result is that the proposed remedies lend themselves to popular 
discussion much more readily than they would if there were not 
this simplicity in the view of causes. There is a certain beauty 
in the simplicity of the recurring theme. If it is a question of 
spending versus saving, the Spartan course is to be preferred. 
An increase in spending leads to stagnation in the stages of pro- 
duction more remote from consumption. Idle capital goods 
lose their capital character; their existence is a sign of capital 
consumption. Failure to realise this springs from the twin 
errors of regarding all productive instruments or all money as 
capital. If equipment is idle the expansion of bank credit can 
never lead to a fuller use of it because the credit cannot be granted 
long enough to allow the process of production to be completed. 
More capital will be consumed. 

In keeping with the assumption that capital consumption is 
the main cause of crisis there is a cavalier rejection of deflation as 
a cause. It is allowed that deflation may occur through the 
hoarding of cash and deposits. This, however, is regarded as an 
unpleasant accompaniment of the ‘‘ confidence crisis,’ and nothing 
more is said about it, except that an extension of credit is no cure 
for it. In fact it appears that an expansion of credit can never 
play a useful part in combatting depression. For example, in 
the case of unduly high real wages which Dr. Machlup regards as 
a major cause of capital consumption, if they are rigid it is no use 
expanding credit as an indirect method of lowering them, because 
relative prices are thereby distorted, mal-investment occurs, 
processes are started which cannot be completed ; in other words, 
it is inflation and therefore it is no remedy. 

The main substructure of the book is still debatable matter. 
It may be that fruit will be yielded in the near future by inquiry 
into the adequacy of this theory as an explanation of depression. 
Perhaps there are only differences of emphasis even now, yet the 
fact is that capital consumption is not universally accepted as the 
major or the sole explanation of crises. There are some parts of 
Dr. Machlup’s book, however, behind which all professional 
opinion will be marshalled, and of these the most important are 
those which are embraced by the word Autarkie—all efforts to 
achieve national self-sufficiency and to stifle international trade. 
State policies of this kind are castigated by Dr. Machlup with the 
vigour of Bastiat. The ridicule is so great that it seems impossible 
. that the fallacious beliefs should survive it. Unfortunately the 
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thought and effort required to read even this simple book are not 
likely to be forthcoming from large numbers or from statesmen. 
REDVERS OPIE 
Magdalen College, 
Oxford. 


Free Banking: an Outline of a Policy of Individualism. By 
Henry Mevien. (Macmillan. 1934. 7s. 6d.) 

THis volume is a new and revised edition of the author’s 
Industrial Justice through Banking Reform which appeared in 
1917. Mr. Meulen ranges himself among the critics of monetary 
and banking orthodoxy, but at least he can write clearly and, 
unlike many of his fellow-critics, he does not invent a new 
terminology to make confusion more confused. His defects of 
exposition are in the main confined to some unnecessary repeti- 
tions, and to a too frequent use of question-begging phrases like 
“history shows”’ and “ experience teaches.’ It is~also rather 
hard to be told that “ politicians and economists were unable 
to assign a reason for the sudden blossoming of foreign industry ” 
(p. 205) in the nineteenth century. 

There are three main contentions in the book. First, the 
various ‘social’? problems which occupy the attention of 
reformers are merely results of a single cause which is said to 
be the lack of demand for labour among employers, and that 
in turn is said to be a problem of distribution. This problem 
of distribution, however, requires for its solution an increase 
in consuming power which will secure higher wages to the 
worker, and that can only be done by providing a ‘“‘ means 
whereby capable manufacturers or workers may be credited 
with cheap capital—an order on the excess product of the com- 
munity—to enable them to undertake production” (p. 36). 
Among other things, the shortage of purchasing power is said 
to be a cause of industrial monopolies and of over-expanded 
business units. 

The two remaining contentions are logically distinct, although 
they are rather taken together by the author. One involves an 
attack on the gold standard system as it functioned particularly 
in this country, and the other involves an attack on legal restric- 
tions on banking. These are logically distinct because it is at 
least possible to have “free” banking with a gold standard 
system. With regard to the gold standard system, Mr. Meulen 
sees in the periodic financial demands for gold the major cause 
of commercial crises. ‘In sober confidence I advance the 
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statement that the withdrawal of gold in times of prosperity and 
high prices, or in times of strong foreign demand, is a far more 
frequent cause of financial crises than excessive speculation on 
the part of manufacturers and merchants” (p. 177). There is 
also the fact that a free market for gold leads to more numerous 
bank-rate changes which are disturbing to trade and industry. 
In that connection, the author ‘sees much virtue in the old 
option-clauses which in the eighteenth century governed the 
redemption of bank notes in Scotland, and which has its counter- 
part in those regulations which in other countries protected the 
central bank against the obligation to make immediate payment 
in gold if that should be inconvenient. 

The third contention claims that the insufficiency of pur- 
chasing power has resulted from the legal limitations imposed 
upon the banks of the country. “ Our chief need is for freedom 
for any type of bank to set up which can command confidence 
in the district where it operates. . . . I see no reason also why 
industrial firms of repute should not issue their own notes in 
wages to their work-people” (pp. 315-16). The success of 
eighteenth-century banking in Scotland is attributed to its 
freedom from interference. It may be remembered that a 
century ago, Thomas Joplin was attributing this success to 
the joint-stock system of banking. The country banks in 
England were “‘free’’ and yet banking failures were frequent. 
Mr. Meulen does not think that safeguards are necessary to 
protect the public against banking extravagance. ‘‘ The dangers 
attributed to free banking are mainly State-created. Freedom 
would enable the community to set up perfectly adequate pro- 
tection for its credit system ”’ (p. 379). 

To the question as to why cheap money rates do not generate 
revival quickly, Mr. Meulen replies that ‘‘ the banks are offering 
only either short-date loans or long-term loans against gilt- 
edged security. Let the banks offer to take a little more risk 
in long-term loans, and they will find no lack of borrowers ” 
(p. 420). 

Mr. Meulen is aware of the criticism that ‘“ free’’ banking 
may generate over-issue, but he has no convincing reply to 
offer. He is mainly preoccupied with what he regards as the 
dangers of limitation. The statement that Bank of England 
loans after 1797 “‘had not inflated the home currency, since 
they were for the most part used abroad” (p. 101), is hardly 
convincing. Nor is the statement that quantity theorists have 
failed to “distinguish between the effects of a fresh supply of 
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money from a gold mine and that from a bank; hence they 
omit to remark the difference between a permanent and a tem- 
porary rise of prices’ (p. 305). There is no adequate discussion 
of the foreign exchanges and of the effects of fluctuations in 
these rates upon trade and industry. There is no attempt to 
deal with the gold standard as an international system which 
relates in some way the price structures of different countries, 
and no examination of the function of gold movements in con- 
nection with that international system. This is important 
because the main modern defence of the gold standard system 


is based upon its international implications. 
D. T. Jack 


The University, 
St. Andrews. 


Insurance Funds and their Investment. By F. W. PatsH and 
G. L. Scnwartz, Sir Ernest Cassel Lecturers in Commerce 
in the University of London. (London: P. 8. King & Son. 
1934. Pp. 117. 4s. 6d.) 


Tuts little book is written for the student, not for the expert. 
The authors claim that whereas there are many books dealing 
with the resources and investment activities of banks, there is 
none dealing with insurance in the same way. Their idea was 
to co-ordinate—for the help of “‘ the general student of economic 
problems ”—the material lying in scattered papers, for the most 
part written by actuaries for their professional associations and 
conferences. But I doubt whether the general student of econo- 
mics can be helped by a book which for more than half its entire 
length gives a technical account of the origin and nature of 
insurance funds, and for the rest is content to recite the main 
facts of investment experience from 1890 to the present time. 
Nowhere do the authors allow discussion of the general questions 
concerning insurance which a student of economics—or the 
expert for that matter—might be interested in. For example, 
to what extent do life insurance companies provide a channel 
for the flow of savings into investment? Can the directors 
who are in charge of life insurance funds contribute anything 
to the “real investment” of the national savings? Would it 
be necessary for a National Investment Board, which had been 
set up to direct the flow of savings into planned investment, 
to take over the investment functions from the directors of 
insurance companies? What is the case for the business of 
insurance being conducted by private enterprise as against 
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national insurance conducted by the State? These are a few 
of the vital and fundamental questions which the authors leave 
unanswered. They are content to make the bald statement, 
which might have come from any reactionary company director, 
that the “insurance business has no responsibility for the public 
finances, nor for the general economic situation of the country. 
Its sole responsibilities are to its shareholders and, most of all, 
to the policy-holders.” It is a pity that the authors should 
have avoided discussion of broad insurance problems from a 
national or social point of view. 

Coming down to the detail of the book, there are not a few 
occasions when lucidity appears to have been sacrificed to brevity. 
For example, the chapter on the “survey of insurance office 
investments ” contains a number of tables some of which do not 
state clearly whether they refer to composite or life offices. And 
in the same chapter, discussing the course of interest rates, a 
table is given showing the yearly average price of 2} per cent. 
Consols from 1890 to 1933, but without mentioning that the stock 
carried interest at 2? per cent. from 1889 to April 1903. Other 
minor inaccuracies of this sort could be mentioned. 

In the chapters on “investment experience” the authors 
make some surprising statements. On page 97, after mentioning 
that the heavy decline in ordinary shares in 1929-30 had very 
little direct effect on insurance finance, they go on to say: “ It 
was a matter for congratulation that insurance business in general 
had not been swayed by the arguments of the ‘ enlightened ’ 
investment advocates.” The authors have either no recent 
experience of investment or have shut their eyes to the fall in 
the rate of interest. Clearly, if interest rates continue to fall 
much farther, those offices with a relatively high proportion 
of ordinary shares and a low proportion of mortgages will do 
better than offices which are not so “enlightened.”” The table 
showing the price of ordinary shares stops at the end of 1932. 
Since that date ordinary shares have risen very considerably. 

On the question of the fall in the rate of interest I suspect 
the authors of having a “complex.” They appear to regard 
the conversion of 5 per cent. War Loan as a manipulated, artificial 
measure. This on page 110: ‘‘ The Government staged a huge 
conversion operation. ‘Staged’ is an appropriate word, since 
the procedure was invested with a considerable amount of 
artificiality and theatricality. The highly abnormal conditions 
of the moment were exploited to jockey the public into a swift 
decision on the merits of an irredeemable bond.’ They seem 
oblivious of the fact that there was an economic crisis, that 
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millions of men were out of work and that the rate of interest 
had to be cut in order to stimulate a revival in the capital invest- 
ment industries and reduce the burden of the internal debt. The 
Government had a perfect right to exploit the glut in money 
and the isolation of the London money market created by the 


suspension of the gold standard. 
E. H. DavENPoRT 


Une Expérience Américaine: L’ Investment Trust. By PHILIPPE 
Scuwos. (Paris: Librairie du Recueil Sirey. Pp. vi + 
197. 30 frs.) 

Dr. Scuwos’s expressed object in writing this book was to 
examine the working of the American investment trusts with a 
view to coming to some conclusions regarding the desirability and 
possibility of their development in France, where the subject 
has been raised by the recent introduction into the Chamber of 
Deputies of a Bill to remove the double taxation of dividends 
which has hitherto barred their formation. The resulting work 
will, however, be of value to many others besides those for whom 
it was expressly written, for Dr. Schwob provides not only a 
brilliant analysis of the principles and practice of investment 
trusts in the light of American experience, but also throws a light 
upon some interesting aspects of the recent financial history of 
the United States and of the pre-war and post-war capital markets 
of France. His description of the use which the French Govern- 
ment made before the war of its power to influence the direction 
of foreign investment, and of the results of its policy in the shape 
of the immense loss of French capital in Russia, may well act as a 
warning not to place too high a value on the expectation that 
Governments may control the flow of investment capital more 
wisely than its owners. 

Dr. Schwob’s final conclusions are not such as to bring comfort 
to those who look to the principle of the investment trust to 
enable the small, lazy or ignorant investor to go outside the 
circle of gilt-edged securities without increasing his risk. The 
fixed trust he condemns out of hand, on the ground that it cannot 
take a profit, but must take a loss if a dividend is passed. ‘‘ This 
consideration alone destroys that balance between the chances of 
gain and loss which diversification provides.” To the manage- 
ment trust he gives far more detailed consideration, but comes to 
the conclusion that while “the investment trust would be an 
excellent instrument if it were placed in the hands of real trustees ”” 
in France, as in America, “ the principle is rarely in accordance 
with reality.’’ Despite all efforts at Government regulation, the 
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investment trust is unlikely to provide a means of absolving the 
investor from his primary responsibility of looking after his own 
investments. 


London School of Economics. 


W. PatsH 


The New Survey of London Life and Labour. Volume VIII. 
London Industries, III. (London: P. 8. King & Son, Ltd. 
1934. Pp. xv + 323. 17s. 6d. net.) 


Tuts volume aims to “‘ complete the New Survey of London 
Industries, so far as it has been practicable within the available 
time, space and resources,’ and deals with occupations covering 
about a million workers, the treatment being on lines similar to 
those of the two previous volumes concerned with industries. 
Altogether it is calculated that the whole Industrial Survey has 
covered about 3} million, out of a total occupied population in 
Greater London of 4,100,000, or roughly four-fifths of the whole. 
Of those omitted, a certain number, like the street-traders and 
workers in street-markets, have been dealt with elsewhere in the 
Survey. 

The industries in this volume, as the Director of the Survey 
points out in another of those illuminating introductions which 
add much to the value of the work, are in no sense a homogeneous 
group. They include road and rail transport, the public utility 
services (gas, water, and electricity), hotels, restaurants and 
catering, and “a group of highly interesting and characteristic 
London industries, including the working of precious metals and 
jewellery, and the manufacture of clocks, watches, scientific and 
musical instruments.” These last show appreciable survivals of 
the old handicraft trades, alongside of developments of mass 
production in other branches. Elsewhere, notably in the public 
utility services, the organisation is often much more definitely of 
the latter type. Finally, clerical work which “ is not an industry 
in itself, but an occupation or service common to many industries,” 
employs in Greater London, inclusive of the higher grades, close 
upon 550,000 workers, or about 13 per cent. of the whole occupied 
population of Greater London. Of these well over two-fifths are 
women, who have shown that increase relatively to men which 
is common to nearly all London industries. 

Other modern tendencies are illustrated by this varied group 
of occupations. In most of them mechanisation and mass pro- 
duction are present to a greater or less degree; but, as in other 
London industries, various stages of development exist side by 
side in the same trade. An interesting illustration of this is 
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found in the description of clerical labour, where “ the Civil 
Service rightly claims to have been the pioneer of mechanisation 
in this country.” So, too, the tendency of the large rationalised 
amalgamation to improve wages and conditions again appears, 
and the Director emphasises ‘the wholly beneficial action of 
mechanisation in lightening physical toil and eliminating specially 
exhausting, unhealthy or disagreeable tasks.” 

Conditions in the Catering Trades, for which the establishment 
of a Trade Board has been proposed, appear to indicate “ pockets ”’ 
of under-payment, though most earnings seem reasonable. In 
some sections, also, there is evidence of bad general conditions, 
such as extra hours without payment for overtime or interrupted 
meal-times ; there is “ a general lack of seats, as prescribed by the 
Shops Act (1912), and in some establishments, where they are 
provided, waitresses ‘ hear of it’ if they use them.” 

The Survey makes it clear that against the displacement of 
labour due to mechanisation, some beneficial results must be set. 
“ If mechanisation has shared in the causation of unemployment, 
it has had a powerful effect in diminishing one of the worst forms 
of under-employment, viz. intermittent and casual labour.’ Nor 
must it be forgotten that the influences of the world depression, 
properly emphasised in this volume, accentuate temporarily the 
evils of mechanisation, which should thus be reduced as trade 
improves. 

The general standard set by the earlier volumes of the Survey 
is well maintained here; and the general presentation is both 
interesting and suggestive, the variety of the industries dealt with 
contributing in many ways to the general interest. The Survey is 
now nearing completion and it is announced that the next volume 
will be the concluding one of the series. N. B. DEARLE 


Wages, Cost of Living and the National Income in Sweden, 1860-1930. 

By the Staff of the Institute for Social Sciences, University 
~ of Stockholm. (London: P. 8. King, Ltd. 1933.) 

Vol. I. The Cost of Living in Sweden, 1830-1930. By 
Professor G. Myrdal. (Pp. 251. 12s. 6d.) 
Vol. II. Wages in Sweden (Manufacturing and Mining), 
1860-1930. By Professor G. Bagge, I. Svennilson and KE. 
Lundberg. (Pp. 579. 25s.) 

The Scandinavian Unemployment Relief Program. By C.J. Ratzlaff. 
(University of Pennsylvania Press and Humphrey Milford, 
Oxford University Press. 1934. Pp. xviii+ 211. 8s. 6d.) 


SwEDEN has long been famous for the excellence of its vital 
statistics; but the available sources for time-series analysis of 
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wages, prices and the national income were until recently rather 
limited. Thanks to the generosity of the Rockefeller Foundation, 
the Social Science Institute of the University of Stockholm has 
undertaken to remedy this deficiency. An excellent start has 
been made in the volume on Wages in Manufacturing and Mining 
by Professor Bagge, the author of one of the best modern treatises 
on the theory and practice of the labour market, assisted by Messrs. 
Svennilson and Lundberg. They examined the books of 160 
concerns and, by selecting “ typical ’’ workers in each occupation, 
were able to trace the course of hourly and annual earnings over 
the period. The “ kinetic ’’ method, which concentrates on rates 
of change, does not yield dependable figures of the absolute level 
of earnings at any time or place; but its use is amply justified in 
this case. The result is an exhaustive source-book covering the 
earnings of males and females in all branches and occupations 
within Manufacturing and Mining. Research workers will also 
welcome the detailed studies of separate establishments which 
occupy a half of the volume. 

The various occupations fall into groups according to the 
magnitude of the rise of men’s wages between 1885 and 1910-13. 
It was found that the growth of annual earnings in the ore-mining 
and metal industries ranged between 70 and 81 per cent., whereas 
the group comprising mineral and stone, paper mills, food pro- 
ducts, leather, rubber and chemicals registered increases ranging 
between 104 and 117 per cent. Real annual earnings rose by 
140 per cent. from the ’sixties to the eve of the War : calculated on 
an hourly basis the figure becomes 163 per cent. The upward 
progress was continued in the period 1913-30, the real hourly 
earnings of males rising by 63 per cent. 

To trace the movement of the cost of living over a century is a 
hazardous project. Professor Myrdal, who was responsible for 
the Cost of Living volume, faces up to the theoretical and 
statistical difficulties in the opening chapter. The reader hears 
the inner voice of the cautious theoretical economist restraining 
the adventurous urge of the statistician; but fortunately the 
battle does not result in a stalemate. Professor Myrdal has made 
skilful use of the primary data, which included the nineteenth- 
century records of price scales originally introduced by provincial 
authorities to facilitate the transition from payments in kind to 
amonetary economy. The general cost of living index-number is 
built upon annual “ semi-wholesale”’ prices of commodities in 
each province and two working-class budgets, one relating to 
1841-60 and the other to 1881-1900. Interesting evidence is 
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afforded of inter-local dispersion of prices and coefficients are 
given to show the tendency towards uniformity during the period. 
The Appendix by Mr. Sven Bouvin brings the inquiry up to 1931, 
when the general cost of living stood at 58 per cent. above 1914. 
This book is a valuable contribution to a subject of peculiar 
difficulty. The remaining volumes of this inquiry, particularly 
that on the National Income, will be eagerly awaited. 

Professor Ratzlaff’s book succeeds in giving a clear picture 
of the parts played by cash payments, unemployment insurance 
and public works in the relief systems built up in the Scandinavian 
countries. In Denmark the Government and the local authorities 
subsidise the unemployment funds of the trade unions. Norway 
has a State-organised scheme on the Ghent model covering all 
wage-earners. Ever since 1884 the trade unions in Sweden have 
distributed out-of-work pay to their members; and though the 
demand for a compulsory State system has become very insistent, 
that step has not yet been taken. Those economists who like to 
assume that the rigidity of the wage system would be greatly 
reduced if trade unions were to be responsible for providing 
unemployment benefit will find Scandinavian experience dis- 
appointing. 

The ‘“ work principle’ rather than that of ‘* maintenance ”’ 
has always been the key-note of the Scandinavian attitude to the 
unemployment problem. But in a severe depression the propor- 
tion of the workless that can be absorbed in the ordinary public 
works is relatively small; and even in Sweden one-half of those 
out of work receive no assistance. The wages on public relief 
works in Sweden in recent years have averaged about 15 per 
cent. below trade union rates. Professor Ratzlaff gives a full 
account of the attitude of employers and workers and the adminis- 
trative difficulties encountered in the three countries. His 
conclusions are mostly of a negative character, stressing the 
limitations of insurance and the dangers of excessive cash relief. 
One defect of his analysis is his failure to bring out the significance 
of the recent public works policy of the Swedish Labour Govern- 
ment in relation to the budget. The old notion of relief works is 
giving way in Sweden to a new technique whereby the volume of 
public investment will be regulated in accordance with the dictates 
of monetary policy and the needs of the labour market. 


BRINLEY THOMAS 
London School of Economics. 
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The Decasualisation of Dock Labour; with special reference to the 
Port of Bristol. By W. Hamitton Wuytes, M.A. University 
of Bristol Studies, No. 2. 5s. net. 


In this book the author endeavours to set forth the experience 
of the port of Bristol in decasualising dock labour, and to indicate 
its bearing on the general problem. Since the Shaw award the 
use of lists of registered workers who are given preference in 
employment has become general, but the reduction of the labour 
surplus has been complicated by the peculiarities of the National 
Insurance system as applied to port labour, and by the relatively 
high rates of pay. The author’s case is that partial decasualisation 
under these conditions has created new problems of immobility, 
has led to an uneven distribution of wages and benefit, and has 
encouraged, rather than otherwise, the retention of a large surplus. 
Mr. Whyte argues that in Bristol the total sums paid in wages 
and benefit are sufficient to provide a living wage to all registered 
men, and that a better distribution of work would make it possible 
to pay a guaranteed minimum regardless of the period of employ- 
ment. He is willing to see the dock industry excluded from the 
National Insurance scheme altogether, and suggests as an alterna- 
tive that the men should be paid three-quarters of the difference 
between earnings and a standard 40s. The money for this would 
be found from annual fees paid by the employers, and perhaps 
a levy on wages. He rightly stresses the importance of changing 
from daily to weekly wage payments. 

In support of his proposals the author submits some interesting 
figures of employment and wages, but the evidence does not appear 
to be at all points conclusive. Whether it is financially possible 
or not to provide maintenance for an under-employed surplus 
depends on the size of the surplus and the standard of income 
to be provided. It is admittedly difficult to define the size of any 
such labour surplus, but the figures given do not leave a completely 
clear impression of its magnitude. The number of registered 
dockers is stated to be equal to the peak demand, twice the average 
demand, and therefore in excess of the port’s requirements, 
but it would seem from Table III that the average number of days 
worked per man was over 300 in every year except 1926. Some 
workers get £4 14s. 8d. in wages and benefit, and others only 
£3 18s. 3d., but the latter figure is scarcely low enough to justify 
the title “surplus” in the sense of an under-employed group 
needing maintenance. Even if benefits were withdrawn, the 
earnings are well above the standard 40s. suggested. No state- 


6S 


1935] BEMIS : THE ECONOMICS OF SHELTER 331 


ment is given of what proportion of the men would gain by the 

guarantee of this standard; more evidence on the dispersion 

of earnings about the averages quoted would have been helpful. 
There are two useful notes on decasualisation in Hamburg 


and Rotterdam. 
P. Forp 


The Economics of Shelter. By AtBert Bemis. (The 
Evolving House, Volume II. Cambridge, Massachusetts : 
The Technology Press. Massachusetts Institute of Tech- 
nology. 1934. Pp. xxv + 605. $4.00.) 


WHEN a man has devoted a life of action and research to a 
subject which is intrinsically none too attractive but of the greatest 
importance to human welfare, undeterred by the lack of existing 
knowledge and the deplorable state of statistics, it would be 
ungenerous not to begin by stating that this book is an excellent 
description of the building industry, its significance, working and 
inefficiencies. In view of the enormous difficulties a few errors 
in details have inevitably crept in; it would be improper to dwell 
onthem. But some few criticisms of the main current of thought 
are unavoidable. There is perhaps a tendency to overstate the 
case against the backwardness of the building industry, its lack 
of organisation, and the narrow-mindedness of its entrepreneurs. 
We might often change the verdict, ‘‘ the industry is clearly 
standing in the way of its own progress ” (p. 304), into “ specific 
technical and demand conditions of the building industry are 
standing in the way of progress.” That ‘each structure is a 
separate job ”’ seems, to some extent at least, unavoidable. If so, 
an important means of securing the economies of large-scale 
production might be to increase the size of the natural unit, the 
structure. But the relation between structural size and building 
costs is neglected to an astonishing extent. So also is the time 
factor in building. Large economies could be realised by shorten- 
ing the erection period on the building site of a big tenement flat 
to six weeks, of a cottage to three weeks. This is far from being 
utopian. The substitution of dry building materials for wet 
ones should be more important than the increase in the proportion 
of work done at the centre of specialised manufacture and the 
decrease in that done on the site upon which Mr. Bemis builds 
his hopes. Here the question of standardisation comes in. True, 
Mr. Bemis assures us that standardisation does not spell monotony. 
But at the same time he disapproves of ‘‘ dream-world cottages ” 
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an' “needless diversity.” Where is to be the golden mean 
between monotony and needless diversity? By what standards 
is the needlessness to be judged? By whom? Will the very 
expert hand always be available, which is required (as Mr. Bemis 
surely will admit) to avoid monotonous uniformity? Is it not 
something other than bad taste if men, whose daily work is 
monotonous and functionalistic, demand diverse and ‘‘ dream- 
world” homes rather than functionalistic houses? Sometimes 
Mr. Bemis seems to have the vague idea that upon the “ basic ” 
demand for shelter, which should be satisfied by a standardised 
product because any diversity is needless, could se superimposed 
the demand for amenities, comfort, homeliness and so on, for the 
satisfaction of which individual features should be added to the 
standardised product. In the real world, however, the basic 
and individual demands are indiscernibly entangled. Not more 
than the basic house, but something different from the basic 
house is required. Mr. Bemis puts us under some constraint, 
for he promises to deal with the question of standardisation in 
detail in a later volume. It will not be easy to answer these 
questions satisfactorily. 

A further impression is that Mr. Bemis the engineer is hyper- 
trophically developed at the expense of Mr. Bemis the economist. 
The economist contributed the title of the book, a chapter on 
Government Intervention (the weakest of the book) and a section 
in which he argues that the high price of building labour, increasing 
the costs of house-room, diminishes expenditure upon house- 
room, and that the resulting reduction in the building labourers’ 
wage-bill has further harmful repercussions on general employ- 
ment. In this argument he overlooks the effects of increased 
expenditure on other goods by those who are induced to spend 
less on house-room and the consequent beneficial repercussions 
which should be expected, in part at least, to counterbalance the 
harmful repercussions. On the whole, the engineer keeps the 
field and deals with the question : Why is building so expensive ? 
But after all the question to be answered by Economics of Shelter 
is: Why are people ill-housed? which involves questions of 
urbanisation, income size, income distribution, allocation of 
income to different purposes, housing habits, and exploitation. 
So we cannot go beyond the initial statement. An admirable 
treatise on the building industry—the economics of shelter, 
however, has still to be written. 

H. W. SINGER 
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The Application of Scientific Methods to Sociology. By JoHN 
CaNDLER Coss. (Boston: Chapman and Grimes. 1934. 
Pp. 161. $2.00.) 


Tuts is a posthumous publication of the author’s own edition 
of some articles written between 1926 and 1931. A laudatory 
foreword by Professor Wesley Mitchell invites the reader to treat 
with respect this work of a retired American business man. 
There are six articles, preceded by a summary which constitutes 
about a third of the book. In consequence there is much repeti- 
tion, often verbatim. The author’s main point is that all sciences 
pass from qualitative analysis of impressions to quantitative 
analysis of exact data, leading to proof. The Social Sciences are 
entering the second stage. Mr. Cobb believed that quantitative 
methods could be applied to social problems, provided the pro- 
blems were exactly stated in terms which excluded all questions 
of the ultimate value of ends. He gives one or two examples of 
economic arguments which suffer from the lack of this precision 
and to which quantitative methods could be fruitfully applied. 
It is a pity he did not concentrate on this point and make more 
suggestions of fields for research. His ideas on specific problems 
would probably have been of greater interest than his views on 
general methodology, which are somewhat nebulous. 

T. H. MaRsHALL 
London School of Economics. 


Britain’s Political Future. By Lorp ALLEN oF HuRTWooD. 
(London : Longmans, Green. 1934. Pp. xiv + 192. 6s.) 


Lorp ALLEN is a New Dealer, and sets out to provide for 
this country a programme of political and economic reform which 
will cure our ills. His National Socialism is a blend of Fabian 
gradualism in economic change, with a thoroughgoing liberalism 
in political matters. He is as much concerned to defend the 
democratic method against dictatorship as to expound the 
programme of that Socialism to whose name he pertinaciously 
adheres, whilst leaving its content sufficiently vague. In the 
end neither his political nor his social remedies are very convinc- 
ing. He cries out for Leadership, but gives little indication how 
leaders are to be raised up, and though (Chap. XIII) he insists 
on the need for greater speed in legislation, his proposals for 
devolution of powers to local authorities and to an economic 
chamber and for a greater use of committees in Parliament are 
neither very new nor worked out in any detail. Nor do his 
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economic proposals go much beyond the familiar programme of 
an extension of Marketing Boards and public utility corporations, 
and of governmental activities in housing and “ the recondition- 
ing of the countryside,’ combined with “ a still more expansionist 
monetary policy to secure the reduction of hours so that the 
whole population may be employed and consuming power 
increased.”’ Lord Allen is, in fact, a Left-Centrist, and would 
apparently welcome a political combination of such personalities 
as Messrs. Walter Elliot, Anthony Eden, Herbert Morrison, Noel 
Baker, etc. His book is a “‘ Tract for the Times,”’ but, unlike some 
Tracts so named, it is too closely related to a passing phase of 


events to have much chance of survival. 
E. J. Passant 


Sidney Sussex College, 
Cambridge. 


Marktform und Gleichgewicht. By H. von STACKELBERG. (Wien 
und Berlin: Verlag von Julius Springer. 1934. Pp. vi + 
138. M. 9-60.) 

OF all the questions which have been raised by recent works 
in the field of imperfect competition, duopoly is perhaps that 
which has advanced least far towards a satisfactory solution. 
Consequently, although not so very long ago a book on duopoly 
would have been a very surprising thing to meet, its appearance 
to-day is thoroughly welcome. Of course, in order to make a 
book out of it, duopoly has to be understood in a wide sense. 
The classical problem of competition between two identical 
firms was never intended as anything but a preface to the sub- 
ject—although for a long while economics got stuck at the 
preface. Dr. von Stackelberg does not confine himself to this 
simple case, but examines also a large number of situations in 
which more or less similar problems arise. One of these, bilateral 
monopoly, is familiar enough; oligopoly and ‘imperfect ”’ 
duopoly (where the commodities produced are related but not 
identical) have been heard of before; but bilateral oligopoly, 
indirect bilateral monopoly, and duopsony (as Dr. von Stackel- 
berg might have called it, but he missed this opportunity) are 
monsters that make their first appearance in his pages. 

Of this wide group of problems, some are affiliated to bilateral 
monopoly, and thus simply show more or less indeterminateness ; 
others are affiliated to duopoly, and repeat in a more complex 
manner the classical difficulties of the competition between 
identical firms. Into this “ duopoloid ” group Dr. von Stackel- 
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berg reckons perfect and imperfect duopoly, perfect and im- 
perfect duopsony, and also indirect bilateral monopoly—the 
situation which arises when there are three successive stages of 
production, of which A and C are monopolised, but B is com- 
petitive. His study of the duopoloid problems is the central 
part of his book. 

The methods of analysis used are widely assorted. In addi- 
tion to a straightforward literary exposition, the matter is handled 
arithmetically, algebraically and geometrically. As often, the 
geometrical treatment is the most elegant. By a combination of 
the “ reaction curve ” of Cournot with the indifference curves of 
Pareto, all duopoloid situations are reduced to one or other of ten 
types, which are then interpreted in the light of the theory of 
simple duopoly. 

But this makes everything depend upon the theory of simple 
duopoly ; our acceptance of Dr. von Stackelberg’s more general 
conclusions comes to depend upon our acceptance of his con- 
clusions in the classical case. And these are not very easy to 
accept. In spite of the complexity of his generalisations of the 
classical case, his conclusions in the classical case itself seem to 
me too simple. He recognises three possible solutions: (1) the 
Cournot solution, in which each producer takes the other’s output 
to be fixed; (2) the asymmetrical solution, in which one pro- 
ducer sees the absurdity of this conduct, and builds his anticipa- 
tions of the other’s reactions upon his experience of how the 
other does react, and meanwhile the other continues to behave 
Cournotically; (3) the case where both producers assume a 
Cournotic behaviour on the part of the other. Of these the 
Cournot solution tends to pass over into the asymmetrical solu- 
tion, when one producer discovers that the other does not keep 
his output unchanged when he varies his own output; and, 
according to Dr. von Stackelberg, when the second producer 
wakes up, this usually gives way to the third solution.’ But 
why? One could understand this third solution coming into 
existence if both producers woke up at once; but if the second 
producer wakes up after the first, it would seem more reasonable 
for him to assume that the first producer will act as he was 
acting in the asymmetrical case. (That is to say, the attack 
upon Mr. Harrod’s solution,? made in an appendix to this book, 
seems to me largely unjustified.) 

But, anyhow, why start with the Cournot solution at all? 


1 Christened by the author, oddly enough, with the name of Professor Bowley. 
2 “ The Equilibrium of Duopoly,” Economic JouRNAL, June 1934. 
z2 
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It seems not unreasonable to suppose that some business men 
may have discovered, what some economists have discovered in 
the end, that rivals will restrict their output most effectively if 
they believe that an expansion of output on their part will be 
followed by an expansion of output elsewhere. Once this is 
realised, steps can be taken to ensure that they have this belief. 
It was one of the great merits of Professor Chamberlin’s analysis 
of duopoly that he did show how duopoly might lead to tacit 
combination; it is one of the most serious defects of Dr. von 
Stackelberg’s treatment that he pays no attention to this possi- 
bility at all. 

His rather exaggerated idea of the instability of duopoly 
leads to startling results in his concluding chapter. He points 
out, justifiably enough, that such causes of instability become 
more important as economic conduct becomes less “ tradi- 
tional ’’; and that the growth of combination does not diminish, 
but rather increases, their importance. Duopoloid situations 
are just as possible between integrated industries as between 
firms. Combining these considerations with his previous analysis, 
he sees no way out but thorough-going price control. And so 
we end with a pan to the Corporate State ! 

J. R. Hicks 
London School of Economics. 


Dynamic Economics. By C. F. Roos. (Principia Press, Bloom- 
ington, Indiana.) 


THE essays of which this book is composed (for it is rather a 
collection of essays than a unitary work) are of two types: 
some are simply discussions of particular points of economic 
theory, others are endeavours to verify theory and make it more 
precise by statistical work. The latter essays seem to be the 
more important. For the purely theoretical papers, most of 
which are not specially “‘dynamic,” rarely reach very novel 
conclusions; and the peculiarly fearsome mathematical apparatus 
employed to reach them does not enhance the attractiveness of 
Dr. Roos’ particular path. 

The best of these theoretical essays is that on “‘ Joint Demand 
and Loss Leaders” (t.e. selling one good below cost in order to 
make a market for another). Dr. Roos’ conclusions seem to fit 
in well enough with the established theory of discrimination. 

The main statistical studies are demand studies: one on the 
demand for petrol (taken as a typical consumption good), and 
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one on the demand for residential building (a capital good). In 
the petrol case Dr. Roos has the advantage of being able to take 
statistics from a number of similar but separate populations 
(the States of the American Union); the building study is 
confined to St. Louis. 

The method employed in these demand studies is interesting. 
Dr. Roos declines to content himself with the mere endeavour 
to construct statistical demand curves—for the method of treating 
demand as dependent upon a single variable has, he holds, been 
conclusively disposed of by its inability to cope with the facts 
of the great depression. Demand depends not only upon price, 
but also upon purchasing power, and upon the supplies of com- 
plementary and competitive goods. How far these can be 
taken into account depends upon available statistics, and it is 
often necessary to take quantities which may be expected to 
vary with the quantities desired, rather than the quantities 
themselves. Thus, for example, “ new automobile registrations ”’ 
are taken as proportional to ‘‘ automotive consumer purchasing 
power”! 

Once a list of possibly relevant variables has been obtained, 
they are combined into a formula, largely by guesswork, but 
guesswork which is informed by plenty of common sense and a 
real grasp of economic theory. The method is certainly drastic, 
but the results seem fairly good; they do at least seem to offer 
a promising line of development towards something more satis- 
factory than the statistical demand curve. 

The factors affecting demand for building naturally fall into 
quite different theoretical categories from those affecting the 
demand for petrol. Dr. Roos classifies them: (1) Growth in 
the number of families, (2) profitability, measured by net rental 
income as a percentage of replacement cost, (3) supply of funds 
for investment in building. The quantity which he introduces 
as likely to have a close relation with this third factor is the 
rate of foreclosure, though a lag has to be allowed for. 

The results of this chapter are perhaps the most interesting 
of the book. Dr. Roos comes to the conclusion that the fore- 
closure factor is much the most important, so much so that the 
altogether abnormal foreclosures of 1931-2 would almost have 
led a less careful statistician to predict a negative rate of building 
for 1934. 

J. R. Hicks 
London School of Economics. 
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Theorie der Produktion. By Ericu ScHNEIDER. (Vienna: Julius 
Springer. 1934. Pp. 92. 6.60 Rm.) 


Tus account of the basic concepts and methods in the theory 
of production merits the serious attention of every theoretical 
economist. The book is well planned and well written. With 
a text occupying no more than eighty pages of average size, it is 
almost a perfect example of clarity combined with conciseness. 
It is not to be assumed, moreover, that its scope is limited to a 
discussion of production under conditions of perfect competition. 
On the contrary, within its two covers is contained almost all the 
essential theoretical groundwork needed in those fields of duopoly, 
polypoly, imperfect or monopolistic competition and price policy 
that have been investigated, with increasing persistence and suc- 
cess, during the past decade. Dr. Schneider is, therefore, to be 
congratulated upon the publication of a book which can be said, 
with perfect truth, to fill an obvious gap on the economist’s 
shelves. 

Dr. Schneider divides his theory of production into three 
well-marked sections leading logically one into another. There is 
first a short section on the technical problem, the technical basis of 
the production process in a firm or production unit. The technical 
dependence of output on the variable factors of production is 
described by means of the production function and its character- 
istics. Next comes a longer section on the internal or cost problem 
of a firm, the problem of the organisation of the factors within the 
firm in order to minimise the total cost of producing a given output. 
A comparison of the organisations appropriate to outputs of 
various sizes then leads to the definition of the firm’s cost function 
and curve. The concluding section is concerned with certain 
aspects of the external or market problem of a firm. Here the 
firm is assumed to determine that output which maximises 
profits under whatever market conditions it has to face. The 
cost function of the firm, dependent on the nature of the market 
for the factors of production, is thus related to the market demand 
for the firm’s product. 

This is clearly a natural, and at the same time a very illumin- 
ating, division of the theory of production. The extent to which 
the theory is developed along these lines is seen when it is remarked 
that the third section is limited to the case where both the demand 
for the firm’s product and the supplies of its factors of production 
are “atomistic” in nature. In other words, there is ‘“ pure 
competition’? amongst buyers of the product and amongst 
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suppliers of the factors so that a definite product demand function 
and definite factor supply functions can be assumed for the firm. 
Further, there is no reference to production as it concerns a 
whole industry, to the relation between the various production 
units that make up an industry. Such limitations are necessary 
in a basic theory of production, since their removal leads us into 
the extensive domain of market forms, of market strategy and 
price policy. A second volume is promised by Dr. Schneider in 
which he proposes to apply his methods in part of this domain ; 
other parts have been treated already in recent publications by 
Dr. v. Stackelberg. Finally, of course, Dr. Schneider’s theory 
is completely static, a fact which scarcely calls for apology in a 
book of this nature. 

Selecting the best and most interesting of Dr. Schneider’s 
constructions, we notice first the analysis (pp. 9-21) of the pro- 
duction function by means of proportional variation in the factor 
combination. The corner-stone of this analysis is provided by 
the “elasticity of productivity ” (Ergiebigkeitsgrad). This con- 
cept, denoted by e, indicates the technical changes in output 
consequent upon any small change in the factors which leaves 
their relative amounts unaltered. It serves to distinguish 
increasing (e>1), constant (ec = 1) and decreasing («<1) physical 
returns. Further, it is the link between the total product and 
the sum of the returns (in physical terms) to the factors—the 
generalised Euler Theorem or, to use Dr. Schneider’s designation, 
the Wicksell-Johnson Theorem. The analysis has its most 
fruitful application in the short-period (partial adaptation) cost 
problem of the firm (pp. 41-50). Some of the factors are here 
taken as fixed and the production function is, therefore, not 
linear and homogeneous. The e concept is then sufficient for the 
description of typical forms of the total, average and marginal 
cost curves of the firm. 

Again, in his final section, Dr. Schneider does well to stress the 
importance of the strategic position of the firm on its markets. 
The firm can be a “ quantity-adjuster ” or a “ price-quantity- 
adjuster ” on either the factor side or the product side. In the 
former case (on the product side, for example) the demand is 
infinitely elastic and the firm must take the ruling price, fixing 
only the amount of its output. In the latter case the demand is 
less than infinitely elastic and either the price or the output is at 
the choice of the firm. A firm under conditions of imperfect 
competition is, of course, a price-quantity-adjuster on the product 
side. 
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In these constructions, criticism would be ungracious if not 
impossible. Dr. Schneider is, perhaps, a little less happy in 
some other developments of his theory. In the long-period 
(total adaptation) analysis of the cost problem, for example, the 
production function is necessarily taken as linear and homo- 
geneous, in which case « = 1 always. But the difficulty arises 
here as to what meaning, if any, can be attached to the concept of 
a firm or production unit, a difficulty upon which Dr. Schneider 
(with some excuse) does not dwell. Again, the treatment of the 
remuneration of factors when their employer has monopolistic 
power (i.e. in the case where a firm acts as a price-quantity- 
adjuster on the factor side, factor prices being variable) might 
have been amplified and further developed with some advantage. 

It is when we come to the question of discontinuity in pro- 
duction, however, that it is apparent that Dr. Schneider has not 
said the last word. The problem of discontinuity is admittedly 
of considerable analytical difficulty. In order to approach the 
problem, Dr. Schneider distinguishes, at the very outset, between 
factors which are “ limitational”’ and factors which are “ sub- 
stitutional.”” A factor is limitational if one definite amount of the 
factor must be used to obtain any given output. Substitutional 
factors, on the other hand, are such that a given output can be 
obtained by means of various alternative groupings of the factors. 
The production function then contains only the substitutional 
factors, the limitational factors being automatically adjusted to 
correspond to whatever output is produced. 

Now, Dr. Schneider asserts that discontinuity in production is, 
in general, limited to discontinuous limitational factors. In this 
way he is able to proceed with a continuous production function, 
with continuous substitutional factors, even in his discontinuity 
problem. The only difference lies in the fact that the limitational 
factors, varying by ‘“‘ quanta,” impose definite ‘“ capacities ” on 
the output, 7.e. there are only certain outputs at which the firm 
works to capacity. It would appear, however, that this device, 
introduced out of a natural desire to retain a continuous pro- 
duction function, is too severe in its operation. It is surely 
reasonable to suppose that discontinuous factors can be sub- 
stituted in production either amongst themselves or for the more 
continuous factors. No completely satisfying treatment of 
discontinuity of production can be expected unless the discon- 
tinuity is introduced into the production function itself, either 
in the form of discontinuous but substitutional factors or in the 
form of a production function of discontinuous nature. But 
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Dr. Schneider has, at least, provided an approach to the problem 
of discontinuity which can serve as the basis for discussion and 
further development. 


London School of Economics. 


R. G. D. ALLEN 


Les Théories de Véquilibre économique (L. Walras et V. Pareto). 
By Garran Prrov. (Paris: Les Editions Domat-Mont- 
chresttien. 1934. Pp. 407. 60 fr.) 


Tuts is a work not easily reviewed. It consists of a repro- 
duction of the typescript of actual lectures given at the Ecole 
Pratique des Hautes Etudes between 1932 and 1934. This course 
of lectures, however, forms the second of a complete set of three 
courses dealing with the evolution and history of economic 
theories since 1870. The first course on the Austrian theories 
has already appeared, under the title L’Utilité Marginale, in 
the same form as the present work, and the concluding course 
on more recent developments, particularly in the field of economic 
“dynamics,” is promised for later publication. In his preface 
the author claims that an exposition, written for actual delivery 
in the lecture-room, must necessarily be very full and even 
repetitive and that all use of mathematical symbols must be 
strictly avoided. This may be the case, but the author cannot 
hope to evade criticism of a published work on such grounds. 
It is surely reasonable to expect a certain condensing and re- 
arrangement of lecture notes designed for publication, and, in 
the present case, the text might easily have been cut down to 
half its length. In fact, the whole of the triple lecture course 
might, with judicious cutting, have been published in one con- 
venient volume of little more than the size of the present 
work. 

The two theorists of economic equilibrium treated in these 
lectures are, of course, Léon Walras and Vilfredo Pareto. Apart 
from the over-lengthy and, at times, slightly antiquated dis- 
cussion, the treatment of Walras is quite good. Walras was 
influenced, in the development of his theories, largely by two 
very different writers. It was from his father, Auguste Walras, 
that Léon Walras took the idea of physical scarcity as one of 
the bases of the theory of value and price. And the correlation 
of scarcity with “marginal utility” is one of Walras’ most 
obvious achievements. The other influence was, of course, that 
of Cournot, from whom Walras, like Marshall, derived the idea 
of the use of mathematical analysis in economic theory and the 
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essential notions of price determination under conditions of 
monopoly and competition. These influences are well brought 
out by Professor Pirou, and we are particularly glad to have 
his account of the little-known work of Walras pére in relation 
to the later developments of Walras fils. It is curious to note, 
in passing, that Professor Pirou’s full bibliographies apparently 
contain no reference to the excellent Irving Fisher edition of 
Cournot’s Mathematical Principles. 

Full justice is, therefore, done to the work of Walras. But, 
on turning to the subject of the later chapters, it must be admitted 
that far less than justice is done to the subsequent work of Pareto. 
Professor Pirou claims that his object is to give a non-mathematical 
exposition of the essentially mathematical development of 
Pareto’s theories. It is soon evident, however, that this is just 
. what he does not do. The exposition is merely a re-hash of some 
of the parts of Pareto’s own non-mathematical chapters. Any- 
one at all acquainted with Pareto knows full well that the best 
of his work is to be sought, not in the non-mathematical ex- 
position, but in the mathematical development itself. If the 
mathematical appendix to the Manuel and the Economie Mathé- 
matique article are ignored, as they are by Professor Pirou, no 
estimate of Pareto’s main contributions to economic thought 
is possible. Less than half the space considered necessary for 
Walras pére is actually devoted to the whole of the development 
of the Manuel, from the introduction of indifference curves to 
the theory of exchange and production equilibrium. And this 
brevity is due to omission rather than to concision. We seek 
in vain any reference, for example, to Pareto’s attempts, in- 
complete as they may have been, at the description of the com- 
plementary and competitive relations of goods in consumption 
as they appear in the form of the indifference curves. 

We do not have to look far to see the reason for this dismissal 
of Pareto’s work. Professor Pirou is at great pains to point out 
the futility of Pareto’s rejection of the subjective elements in 
the basis of the theory of value. But, even if this part of Pareto’s 
work is of little importance—and this is a difficult thesis to main- 
tain—this can be no justification for complete neglect of the later 
developments of the Paretan theory. These developments, in 
one form or another, are just as essential to a theory of value 
on a hedonistic basis as they are to an “ objective” theory. 
Edgeworth provides sufficient proof of this fact. To many 
people, therefore, this work of Professor Pirou is ruined by the 
lack of balance in the respective accounts of Walras and Pareto, 
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just as many of the books by the less cautious disciples of Pareto 
are ruined by a lack of balance in the opposite direction. 
R. G. D. ALLEN 


Higher Control. By T. G. Rose. (London: Pitman and Sons. 
1934. Pp. xiii + 269. 12s. 6d.) 


Tuts book does not deal with the question who shall control 
an industrial undertaking, or through whom he shall control it, 
but confines itself to the paper work that a higher control requires. 
Mr. Rose, in his own words, “ builds up an interlocked system of 
returns, by means of which an industrial undertaking can be 
efficiently controlled.”” A great number of forms and illustrative 
tables are given, so that a manager should have no difficulty in 
following up the system advocated ; and the system itself should 
greatly improve upon the present costing procedure of business 
on the score of logical analysis and grouping of items. The costs 
usually entered higgledy-piggledy on the left-hand side of the 
trading and profit and loss account are, for instance, classified 
into (I) Prime cost; (II) Factory Oncost : (A) Indirect Material, 
(B) Indirect Labour, (C) General Charges, (D) Standing Charges ; 
(III) Company Overheads: (A) Selling Expense, (B) General 
Charges, (C) Standing Charges. 

This is all to the good. But an economist would like to see 
more stress laid on the distinction between costs varying directly 
with output, and fixed costs. Depreciation, for instance, is not 
divided into the results of work, 7.e. wear and tear, and the results 
of mere exposure or obsolescence not affected by variations in 
output, but is all lumped (p. 43) under Standing (Factory) 
Charges, and (p. 106) considered non-variable. Until this 
distinction between costs variable and non-variable with output 
applies throughout industrial accounting, the marginal cost of 
additional output is not calculable, the economist cannot be 
supplied with statistical data to control his price theories, and 
the business man cannot get rational data to control his price 
policies. 

Mr. Rose, however, does not claim to start a new method of 
accountancy, but wishes to bring the usual accountant’s results 
to bear upon the problems of management. In three successive 
chapters on the business, trading and financial positions, he 
succeeds in showing what significance to the management lies 
in the order book, the trading and profit and loss account, and 
the balance sheet. But, as he states in his first chapter, the 
accounts and balance sheets, when taken alone at their face 
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value, are much more like “ formalised arithmetical calculations 
than a developed picture of what is going on from the manage- 
ment point of view.” This book is accordingly designed to help 
the more or less lay company directors to see the management 
view through the mass of technical accountancy statements. 
Other laymen such as economists will also be helped in under- 
standing the nature of these statements and how they all fit 
together or, at least, can be made to fit together. 

The textual explanation or definition of each of the items 
occurring in the illustrative technical accountancy statements 
is most systematic, and should prove valuable in securing a 
common language for rational conversation between economists 
and accountants. At present, how many economists would guess 
that what the accountant means by working capital is (p. 156) 
the difference between current assets and current liabilities, and 
that what they have been calling working capital the accountant 
would apparently (p. 149) call non-liquid current assets ? 

To sum up. Mr. Rose does not deal with business organ- 
isation, but his object is primarily to make business of any size 
more manageable. He rightly insists on such logical arrangement 
of accounts that the general manager is presented with general 
summaries, the departmental manager with departmental sum- 
maries, and neither of them with unordered detail. The wide- 
spread adoption of his system of control may well make the 
co-ordination within large-scale organisation more easy, and thus 
increase the actual size of the unit of control nearer to the optimum. 

P. SaRGANT FLORENCE 
University of Birmingham. 


Fundamentals of Industrial Administration. By E.T. ELBourRNE, 
M.B.B., A.M.I.Mech.E., assisted by K. B. ELsourne, 
B.Com., and P. J. AMER. (London: Macdonald and Evans. 
1934. Pp. vii + 644. 12s. 6d.) 

Mr. ELBourRNE is one of those rare persons who combines a 
wide practical experience of business organisation with an under- 
standing and interest in the theoretical aspects of the task in 
which he is engaged. By profession a Management Consultant, 
he is concerned with the problems of the basis on which decisions 
are and should be made, and is in a position, therefore, to throw 
light on those questions of the extent to which difficulties of busi- 
ness management limit the most efficient scale of organisation, 
which have so much puzzled economists recently. 

Unfortunately for those whose interest goes more deeply into 
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individual problems, Mr. Elbourne has designed his book primarily 
for the needs of students of Industrial Administration for the 
examinations of the Institute of Mechanical Engineers. With 
this end in view he has made it more encyclopedic than might 
otherwise have been desirable. The result has been to overlay at 
many points the fundamentals with necessary but relatively far 
less important details. We turn aside from the organisation of 
office work to consider the dimension of desks and the silence of 
filing cabinets. A very great deal of space is given to ephemeral 
information regarding the volume of trade between this and other 
countries, to a necessarily superficial history of British industrial de- 
velopment, and to a discussion of the theories of money and of inter- 
national trade. The general reader would gladly exchange these 
for a detailed account of the more immediate problems of adminis- 
tration, and even the student might, perhaps, be left to study 
these complicated questions at greater length in other books. 

When it comes to the practical problems of administration, 
one point which will, I think, immediately impress the theoretical 
economist is the relative weight which Mr. Elbourne appears to 
assign to the different problems of administration. For the 
economist the price-output decision always takes the first place. 
Mr. Elbourne dismisses it in a sentence. ‘‘ Granted that selling 
prices tend to be fixed by competition, and that there is in effect 
a market value for all goods from which the individual manager 
can hardly escape, he must relate his costs to that value as best 
he can.” He regards costs, that is, as the variable element, to 
be adapted to price, not as the fixed element, to which price and 
output must be adjusted. 

A second question that looms large in the theoretical studies 
of entrepreneurs’ decisions is that of the conditions in which 
capital equipment is likely to be substituted for direct labour, or 
vice versa. As regards this question Mr. Elbourne has something 
more to say (pp. 495-502), but he is scarcely concerned with the 
effects of changes in the rate of interest, or with the degree of 
uncertainty of future levels of output, and is more concerned with 
the conditions in which different types of equipment will be 
preferred to each other than with those in which capital equip- 
ment in general will be preferred to labour. 

To say this implies no necessary criticism of the book. Indeed 
Mr. Elbourne’s treatment fairly represents here the actual 
problems as they confront the manager of a business. The 
hypothetical business, in which a single ‘“‘ commodity ” is mass- 
produced in a single plant, whose machinery is worn out within 
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the life of the demand for the “‘ commodity,” is as rare as snakes in 
Iceland. The problems of most businesses are those of the common 
costs of numerous “ commodities ”’ produced together, with rival 
demands for the use of equipment, whose life is long as compared 
with that of any one of the ‘‘ commodities.” The fascinating 
problems which emerge from a study of these conditions, particu- 
larly as applied to the “short period,” have hardly yet been 
scratched by theoretical economists. Until they have examined 
them more closely they will have little of interest to offer to the 
practical accountant. Generalisations concerning overhead costs 
in the short period, which are valid in the hypothetical case of the 
single, long-lived commodity, may be definitely misleading when 
applied to a complex firm, where equipment granted to one use 
must be denied to another. 

To the more general questions of the principles of manage- 
ment, Mr. Elbourne has comparatively little original contribution 
to make. Indeed in this section of the book his habit of inserting 
long quotations from the recognised authorities degenerates at 
times almost into the composition of a scrap-book. Mr. El- 
bourne’s own views would be so interesting here that his reliance 
on others is the more to be regretted. We shall only be able to 
evolve principles of organisation applicable to different types of 
industry if those with intimate knowledge will make available 
their experiences and their difficulties, their successes and their 
failures. It is much to be hoped that Mr. Elbourne will some day 
find time to give us more fully his own opinions on these questions. 

AUSTIN ROBINSON 
Sidney Sussex College, 
Cambridge. 


The Economics of Advertising. By F. W. Taytor. (London: 
Allen and Unwin. 1934. Pp. 248. 7s. 6d.) 


CoNSIDERING the pivotal position which advertising occupies 
in almost every field of modern economic life, it is a topic which 
appears to have been strangely neglected by economists. In 
America, it is true, the technique of advertising has been the sub- 
ject of endless text-books, but even in that country its economic 
significance has received relatively scant attention. On this side 
of the Atlantic, at least until the publication of Mrs. Braithwaite’s 
brilliant, if rather tentative, analysis in the Economic JOURNAL 
for March 1928,1 one could have searched economic literature 


1 Reprinted with some amendments and omissions as Chapter VII of The 
Distribution of Consumable Goods by Mrs. Braithwaite and the present reviewer. 
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almost in vain for any recognition of the part played by advertising 
in the determination of values, or, for that matter, of its very 
existence as an important element in industry and commerce. 
Even Professor Marshall, whom very little escaped, does no more 
than accord it three pages in Industry and Trade, and then only 
to indicate in a general way the extent to which advertising involves 
social waste; he makes no attempt to discuss its influence on 
prices, whether from the side of supply or demand, its influence in 
creating monopoly or its relation to the problem of prime and 
supplementary costs. In his Economics of Welfare Professor 
Pigou gives the subject even shorter shift, contenting himself with 
a mere paragraph or so in the chapter in which he discusses the 
divergences between social and trade net product. 

In these circumstances it is with some excitement that one 
opens a book entitled The Economics of Advertising—an excite- 
ment which in the present case the contents fail to justify. There 
is here no real attempt to answer the cardinal question for the 
economist, “‘How does the practice of advertising influence 
values ? ’’—or even the secondary question, “ How does it affect 
economic welfare?” To begin with, Mr. Taylor’s method of 
approach is not conducive to clear thinking. After a brief and 
very inadequate chapter on the development of advertising and 
its significance, he devotes the main portion of the book to a 
discussion of the “ functions ”’ of advertising under the two heads 
** Claims made for advertising ” and “ Criticisms of advertising,” 
exactly in the manner of the pros and cons of the schoolboy’s 
essay on “ Boarding Schools versus Day Schools ” or “ Classics 
versus Mathematics as a Liberal Education.” In the course of 
the discussion a number of good points are made, though more 
often than not they are quoted from previous writers (including 
Mrs. Braithwaite and a number of the Americans), but a good deal 
of space is also wasted on the refutation of some of the cruder 
claims of the go-getting publicity experts. 

The latter part of the book consists of some disconnected 
chapters under the general heading of ‘“ Advertising and the 
Community,” dealing in turn with the social significance of 
Advertising, with its relation to the Press, with Modern Marketing 
Methods, with the Organisation of the Advertising Business and 
with the “ Future of Advertising.”” Whilst these chapters are all 
sound so far as they go, they are for the most part concerned with 
topics which have been more adequately treated elsewhere, and 
contain little that is really original. 

Finally, there is a useful statistical survey of the amount and 
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distribution of Advertising Expenditure—in the course of which 
some of the more extravagant estimates which have been made of 
the sums spent on publicity are shown to have been wrong. 

It must not be concluded from the disparaging tone of these 
comments that the book is not worth reading. On the contrary, 
it provides the student with a very useful first approach to the 
study of advertising as a social and economic force. Indeed one 
might truthfully go further, and say that in view of the shortage 
of books on advertising which are not mere ballyhoo, the present 
volume is likely to interest many who are seriously engaged in the 
analysis of economic forces as well as many more whose concern 
is with business operations of a more practical character. But it 
has been given the wrong title. The Economics of Advertising is 
a field which has yet to be explored. It may, of course, be that 
the time for this is not yet ripe. So little is known of the psycho- 
logical factors on which the advertiser bases his appeal that it 
will, perhaps, be long before the economist can approach the 
subject with any reasonable assurance that he will arrive at valid 
conclusions. In the meantime, both economists and business 
men may be grateful to Mr. Taylor for providing them with this 


useful little A.B.C. 
S. P. Dosss 


Road and Rail in Forty Countries. By Dr. Paut Wont and Pror. 
A. Atsrrreccia. (Oxford University Press. 1935. Pp. 
xx + 455. 18s.) 


THIS survey was prepared under the auspices of the Inter- 
national Chamber of Commerce, with the object of making “a 
comparative survey of the actual conditions under which road and 
rail transport are respectively operating at the present time in the 
majority of countries, thus supplying the necessary background 
of facts for the question of the co-ordination of these two means 
of transport” (p. v). Part I, which constitutes more than half 
the book, surveys the principal features of the road and rail 
situation in each of approximately forty countries. Part II 
consists of separate studies of four selected aspects of the problem, 
and is based principally on material contained in Part I. The 
first of these studies relates to the nature and conditions of the 


1 Mr. Taylor’s actual estimate of the sum spent in 1930 in this country on all 
forms of advertising is £70,000,000 with a possible error in an upward direction 
up to, but not beyond, £100,000,000. This estimate, which is evidently based 
on the most reliable information available, compares with one of £100,000,000 as 
a minimum, published in the Economist in 1929. 
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concessions granted to transport undertakings possessing a right 
to operate; the second to the taxation of the two modes of trans- 
port in question; the third to the measures taken by railways to 
meet competition from road transport, and the fourth to legisla- 
tion at present affecting the working conditions of those employed 
in the two industries. Both Parts are for the most part informa- 
tive rather than analytical. © 

Now, facts by themselves do not necessarily assist either 
towards the solution or even the understanding of a problem 
such as the co-ordination of transport. And having regard to the 
fact that the word co-ordination, like rationalisation, has almost 
as many meanings as there are writers on the subject, it is to be 
regretted that the study was not preceded by some clear definition 
as to what precise relationship the authors have in mind, were road 
and rail facilities ‘‘co-ordinated’’ to their (the authors’) satisfaction. 
There being no such definition, there is accordingiy no statement 
as to what is the nature of the outstanding problems to be solved. 
In consequence, the book suffers from a somewhat indiscriminate 
inclusion both of what is and what is not germane to those problems. 

It is a feature of most contemporary transport problems that 
they require for their solution the assistance of technical experts 
who often come to play an important part in the moulding of 
“ policy.”” These experts, being producers themselves, tend quite 
naturally to attach an undue weight to the point of view of the 
producer as opposed to that of the user of transport. It is for 
this reason that the concern shown by a body such as the Inter- 
national Chamber of Commerce in the road-—rail question is to be 
warmly welcomed. And it is to be hoped that the Chamber’s 
appointees will not rest from their labours till something more 
definite and complete has been written on its behalf. 

GILBERT J. PONSONBY 
London School of Economics. 


Introduction to World Economics. By Kemper (Lon- 
don: Allen and Unwin. 1934. Pp. vi + 295. 10s. 6d.) 


THE last five years have witnessed a movement towards 
self-sufficiency in nearly every country. The growth of agrarian 
protection, especially in France, Germany and Italy, has induced 
countries which export agricultural products to turn more 
towards manufacturing. There has been a general growth of 
barriers to international trade in order either to protect estab- 
lished interests from imports at considerably lower prices than 
those formerly ruling or to maintain a formal adherence to the 

No. 178.—von. XLv. AA 
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gold standard. Exchange uncertainty and political insecurity 
have led to wide divergences between interest rates in different 
countries. International migration has been restricted even 
more than before the depression. 

The thesis of this book is that economic recovery is impossible 
for any one country alone and that therefore a general lowering 
of trade barriers would be to the advantage of all. The author 
outlines the economic structure of the United States, Great Britain, 
Germany and France in order to illustrate his contentions. 

The argument is too simplified. It could be urged that the 
protection given to the great British market has been partly 
responsible for the swing in the terms of trade in favour of 
Great Britain. The author does not discuss this, nor how long 
it is likely to last. Again, it could be argued that under certain 
conditions increased protection during a depression may act as 
a brake upon unemployment. It could be answered that the 
maintenance of employment is not the sole economic aim. But 
this whole question is not discussed. 

The present reviewer was disappointed not to find a dis- 
cussion of the deflationary effect which the depreciation of sterling 
(and of currencies which have declined with sterling) has had 
upon the gold bloc, and a recommendation that sterling should 
be stabilised de facto in terms of gold (as the dollar has been 
stabilised for over a year) as an important first step towards 
the recovery of international trade and investment and towards 
the gradual reduction of trade barriers, including the substitution 
of tariffs for quotas. 

The book is vigorously written. The outline of economic 
structures is a useful general survey, although it is drawn largely 
from secondary sources. The repetition of 1927 as the date when 
Great Britain returned to the gold standard becomes irritating. 

F. BENHAM 


London School of Economics. 


Nuove Esperienze Economiche. By E. von BeckERATH and others. 
(Firenze: Sansoni. 1935. Pp. vi-+ 241. 151.) 


THESE essays by six authors, Beckerath on Germany, Cole on 
England, Condliffe on Australia, Dobbert on Russia, Lorwin on 
America, and Nagao on Japan, rounded off with a comment by 
Spirito, leader of the left-wing economic theory of Italian Fascism, 
were originally intended to summarise the developments in various 
countries of parallels to the Italian Corporativist movement, 7.e. 
efforts at collaboration between Government and factors of pro- 
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duction to substitute for competition an economy of national 
co-operation. But as such developments have not gone far in 
England, Japan and Australia, while Italy is not included, the 
purpose of the volume is somewhat obscured. Cole, however, 
contributes an expert summary of British trade unionism, 
State enterprise, and various anti-competitive developments since 
the War; Condliffe of Australian wage-regulation and official 
attempts to maintain the national standard of life since 1929 by 
means of tariffs, foreign borrowing, and a combined policy of 
inflation and deflation. Nagao gives an uncritical outline of 
the promotion in Japan of co-operative schemes among small men 
by the Government, and its control of the steel and petrol industry, 
and support of rice and silk. He shows why Japan has been able 
to undercut competitors in foreign markets, but fails to expose 
the social effects of the inflation and the extent to which Japanese 
prosperity, depending on low wages and the.demand for war 
material, has weakened the national finances. Beckerath’s essay 
on the economics of National Socialism is equally uncritical, being 
little more than an exposition of laws and the official policy. He 
does not reveal that it has come to nothing except in agriculture, 
nor that Dr. Schacht’s methods have practically smothered 
German trade with bureaucratic regulation. The economic 
effects of the extensive price control are ignored. Dobbert 
expounds the figures of Soviet plans and shows the results have 
not reached the estimates. He offers a few disgruntled stock 
criticisms, but shows no grasp of the part played by propaganda 
in planning, and says little about the actual planning process. 
It is a pleasure to turn to Lorwin’s masterly survey of the N.R.A. 
and its significance. He reveals how little labour has benefited, 
and the decision on February 27 of the Delaware Federal Court 
bears him out. Spirito’s comments are interesting and sound, 
except when he confuses Socialism with proletarian dictatorship. 
An important book for students of present and future trends. 
K. WHITE 
Queen's College, 
Oxford. 


Problems of the Pacific, 1933 : Proceedings of the Institute of Pacific 
Relations, 14-26 August, 1933. Bruno Lasker and W. L. 
Ho.uanp (Editors). (London: Humphrey Milford. 1934. 
Pp. xvi + 490. £1 Is.) 


Tue Institute of Pacific Relations, of whose fifth conference 


this volume is a report, is a confederation of national institutes of 
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international relations in the countries situated, or having 
interests, in the Pacific area. Every second year the Institute 
holds a conference attended by members who are nominated by 
their national groups, but participate in their individual capacities. 
The discussions at these biennial conferences are, however, not 
isolated talks; but are part of the threefold process—national and 
international—of research, discussion and information, which the 
different national groups carry on continuously. An important 
programme of research, adequately financed by an American 
foundation, has enabled the Institute to produce a useful series 
of studies, mainly economic in character, describing and com- 
paring economic, social and political developments in the Pacific 
countries. The strength of the Institute has largely been derived 
from this endeavour to provide a sound scientific basis of informa- 
tion for the exchange of ideas and the formulation of opinion 
upon international problems in a particular area. Much of the 
research work is of general interest to economists as providing 
accurate information upon obscure problems and remote areas. 
Notable examples are Professor Remer’s book on Foreign Invest- 
ments in China, Professor Nasu’s study of Land Utilisation in 
Japan, Professor Penrose’s calculations of an index of production 
for that country, and the forthcoming surveys of agricultural 
China being made under the direction of Professor J. Lossing 
Buck at Nanking. 

The volume here reviewed gives the reader three sorts of 
information. The preface and the appendices give an account of - 
the Institute’s own development in the last two years, including 
a statement of the research programme. According to the 
preface, the conference at Banff was in many ways more successful 
than its predecessors. The main theme of the discussions was 
concerned with ‘‘ Economic Conflict and Control” in the Pacific 
area, and there is evidence of a greater degree of ‘“‘ planning ” in 
the preparation and guidance of the discussions, as well as in the 
subject-matter. 

The second sort of information provided by the report is a 
summary of the actual discussions which took place. In pre- 
paring such a summary the editors have a difficult task to write 
something which shall round out the rather bare records of dis- 
cussion by utilising the unspoken, but known, background of 
information without embarking upon essays which really go far 
beyond the actual discussions. The more faithful the record of 
actual discussion, the less profound and comprehensive must be 
the analysis. In the present case the editors have endeavoured, 


te 
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with considerable success, to reflect the opinions exchanged at 
the round tables; but the interest of such opinions is reduced by 
the lapse of time before publication. The subject-matter is 
grouped in ten chapters, the first of which is a general statement 
of the theme of economic conflict and control. This is followed 
by four chapters dealing respectively with shipping, currency, 
standards of living and labour standards, as offering illustrations 
of the theme. A series of national variations is then introduced 
by chapters dealing with Japanese expansion, the United States 
Recovery Programme, and the Ottawa Conference. In reporting 
the discussions on these matters the editors have not hesitated to 
point out the confusion of definitions and ideas that occurred in 
some round tables, nor to indicate the train of thought of the 
“ more discerning members.”’ It is inevitable that such reporting 
of discussions, however skilfully put together, must give rather a 
cross-section of current opinion than a profound analysis of 
difficult problems. The conflict of opinion which will probably 
be of most interest to readers of this journal is that reported be- 
tween Dr. H. G. Moulton and Professor T. E. Gregory concerning 
the nature and probable consequences of the N.R.A. 

Of more enduring interest to economists is the third sort of 
information contained in the selection of research studies printed 
in the second part of the volume. These represent only a small 
part of the Institute’s research output, the larger and more 
important studies being printed as separate volumes. The 
shorter papers included in this report vary a good deal in interest 
and value. They are descriptive rather than analytical; but 
two of them, dealing respectively with the agrarian problem and 
with rural industries in China, are of special value to any student 


of the present situation in the Far East. 
J. B. CONDLIFFE 


Economic Aspects of Australian Land Taxation. By J. M. 
GARLAND. (Melbourne: Melbourne University Press; Lon- 
don: Oxford University Press. 1934. Pp. x + 217. 
10s. 6d.) 


Tuts book is based on Mr. Garland’s thesis for the Master of 
Commerce degree at Melbourne, and was there awarded the 
Harbison-Higinbotham Prize. It is an account of the experi- 
ments made by the Commonwealth of Australia and the States 
in the taxation of “ unimproved ” land values, and a survey of 
the theoretical questions involved. 

Australians have always been ready to try any new idea 
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of State action in the economic field except complete Socialism ; 
but the value of their experiments to economists is much reduced 
by their reluctance to pursue a consistent policy to which these 
should be related. In this instance, the imposition of land 
taxation was partly due to the influence of Henry George and 
partly to a desire to despoil the large landowners, who got their 
estates very easily in the pioneer days. The latter object has 
been attained but the millennium is little nearer. 

From the theoretical side, the most interesting aspects of the 
subject are the disruptive effects of progressive taxes on large 
estates; and the question of whether the tax is really a capital 
levy on the man in possession at the time of its imposition, as is 
suggested by the conventional analysis. Mr. Garland deals with 
both these points (among others) at some length, and has collected 
what figures he could find, though he admits their inadequacy. 
A progressive tax may be avoided by the division of large hold- 
ings, and he thinks that on the whole this has happened to some 
extent in country districts. On the other hand, the demand 
for large holdings is affected by the desire to be a large land- 
owner as such; and by the possibility that large holdings may 
be cheaper producers than small ones. It does not appear that 
the substitution of small areas for large has reduced production 
appreciably, as those estates which can only be worked economic- 
ally on a large scale have low unimproved values. It is probable, 
though Mr. Garland does not mention this, that most of these 
areas are leaseholds and not subject to tax. The most marked 
disintegration has occurred in Queensland, where both State 
and Commonwealth taxes are progressive. 

The discussion of the incidence of these taxes is extremely 
stimulating, and contains many examples of the difficulty of 
assessing in practice the figure which corresponds to economic 
rent. It is evident that frequent revisions are necessary and 
that any working rules will always be to a large extent arbi- 
trary. The assessment must depend on earning power, as Mr. 
Garland makes clear: the variation of this with cyclical and 
secular changes constitutes a formidable problem. Of at least 
equal difficulty is the problem, here treated rather inadequately, 
of potential uses. For example, if owners in general are reluctant 
to give up their land to the most profitable use, they can all be 
assessed at a higher figure than would be justified by results if 
they were forced to do so. 

The author gives some consideration to problems of “ wel- 
fare’ and thinks that land taxes might be used to discourage 
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ostentatious expenditure on town houses. There is no account 
of the Queensland perpetual lease system, which might have 
been included as a cognate problem. The style suffers from the 
determination of the author to avoid academic dullness: too 
high a price can be paid for this. But the book should be read 
by all who are interested in the theory of rent or in the possi- 


bilities of land taxes. 
R. L. Hatt. 
Trinity College, 
Oxford. 


The Sales Tax in the American States. By R. M. Hate and C. 
SHovp. (Humphrey Milford (Columbia University Press). 
1934, Pp. xxv + 833. 22s. 6d.) 

Tax Systems of the World. Prepared by the Tax Research 
Foundation under the direction of the New York State Tax 
Commission. (Commerce Clearing House, Inc. ~ 1934. Pp. 
282.) 


Boru of these volumes are addressed essentially to the states- 
man; and each might have carried on its title-page the historic 
dictum of Chief Justice Marshall of the United States Supreme 
Court—‘‘ The power to tax involves the power to destroy.” } 

In the last five years no less than thirteen American States 
have adopted some form of sales tax. The rate of levy ranges 
from one to three per centum. The objects of assessment are, 
variously, sales of merchandise at retail (with or without excep- 
tions), value of output or sales of materials and products at 
successive stages of distribution, gross receipts from all transfers 
of property, and even gross income from personal services as well 
as enterprise. The comprehensive study of these fiscal measures, 
undertaken with financial help from the Rockefeller Foundation 
by Professors Haig and Shoup and numerous collaborators, leads 
to the following authoritative opinion (p. 108) :—‘‘'The sales tax 
as an emergency form of revenue, and certainly as a permanent 
part of any State’s tax system, marks an unnecessary and back- 
ward step in taxation.” It is not disputed that the tax has 
brought in substantial revenue to State governments suffering 
drastic losses of income, especially from property taxes, and faced 
with increased financial responsibility, especially in connection 
with schools and social relief. But the partially indeterminate 
and, where determined, inequitable and socially undesirable 
incidence which theory attributes to the tax would appear to be 

1 McCulloch v. Maryland. 4 Wheat. 316 at p. 431. 
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borne out in practice. The extent to which the tax is shifted 
tends to increase with the rate of levy, with the size of the business 
unit, with class of custom, and in the field of optional purchases. 
Competition and “ customer resistance ” are admitted deterrents. 
One point of special interest emerges, not specifically noticed in 
the book. It would seem, in fact as in theoretical presumption, 
that however great the inelasticity of the market demand schedule 
for any commodity or group of commodities whenever the 
elasticity of the demand schedule of the individual firm approaches 
infinity, this circumstance is in the short period decisive in pre- 
venting any direct attempt to shift the tax. Thus the highly 
competitive nature of trade in necessities has tended in the period 
under observation to keep the incidence of the tax upon the seller. 
Whether contraction of supply will in time shift the tax in this 
case yet remains to be seen. It would follow in the light of these 
results that the regressiveness of the tax as amongst consumers 
has so far not proved very serious, but that the distribution of 
the burden of the tax as amongst dealers has been markedly 
adverse to the small trader except in so far as he has been specific- 
ally exempt in law or for the time being successful in evading 
payment. The tax asa State levy, moreover, is further arbitrarily 
discriminating by virtue of the constitutional bar to its application 
to sales in inter-state commerce and in view of the unequal ease 
with which different types of business may escape it (and incident- 
ally reduce its yield) by moving across State boundaries into sales 
tax free jurisdictions. More objectionable in some forms than 
in others, in none has the sales tax much to recommend it. The 
American Congress was wise to reject it as an instrument of 
Federal finance in 1921—22 and again in 1931-32; in this country 
it has fortunately few advocates despite or, perhaps, because of 
plentiful Continental examples at hand. 

How far the sales tax in particular and all forms of taxation 
in general were in use in different countries in January 1934 may 
be discovered by an appropriately directed glance into The Tax 
Systems of the World. Mr. Howard, the Editor, says (p. 3) : ‘‘ This 
book, or rather its future expanding editions, is aimed to be, first, 
an annual encyclopedia; second, a manual; third, a text-book ; 
fourth, a source-book, and so, it is hoped, a whole library on 
taxation.” The present edition comprises: a series of charts 
giving in classified form full particulars (including references to 
statutes) of the individual taxes making up the tax systems not 
only of the American Federal and State Governments, but also 
of other countries and their main subdivisions, with, however, 
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notable exceptions such as China, Japan, India and the Argentine ; 
a series of analytical tables giving comparative fiscal and economic 
information for various countries, including the collation of like 
forms of taxation wherever occurring; and, finally, a series of 
records for central and local governments of total revenue and the 
yields of particular taxes in recent years. Treasury officials and 
experts in public finance the world over have been prevailed upon 
to supply first-hand information, and officially published data 
have been freely drawn upon. The charts and tables are models 
of compression. 

It is possible that a little clear thinking on the subject of 
taxation might profit more than all the compilations of the facts 
of fiscal practice together; but, nature being so niggard of the 
former good, it may be hoped that the seeds of information which 
have been sown with so much labour in these and similar volumes 
will bear some fruit in enlightened tax legislation. 

M. Tappan “HOLLOND 


The American Vegetable Shortening Industry: Its Origin and 
Development. By G. M. WEBER and C. L. AtsBERG. (Food 
Research Institute, Stanford University, California. $3-50.) 


Tuts book provides an authoritative account of the history 
of a peculiarly American industry, the production of manufactured 
solid fat products, other than pure lard, which are used for cookery. 
It traces the development of the industry from its origin as adul- 
terated lard in the 1870’s through the period of strong opposition 
from the meat-packers and attempts at legislative control, to its 
definite establishment as an industry distinct from the lard 
industry, based primarily on the cotton-seed oil produced as a 
by-product of the cotton crop. 

To the economist not especially concerned with American 
industrial history the book will be of interest as providing an 
example, first, of induced inventions following an economic 
demand for them, and secondly, of the price and production 
relationships of two competing commodities, lard and vegetable 
compound, each produced from a by-product of an important 
agricultural commodity, lard from hogs, and vegetable compound 
primarily from cotton. As a result of a careful analysis of the 
available statistical data, these relationships and their dependence 
upon consumption habits are admirably brought out in the text. 
It is impossible in the space of a brief review to indicate the 
scope of the analysis, which is of a nature to render the book of 
importance to other than specialists. The general reader is also 
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assisted by the relegation to Appendices of the technological 
discussions and the detailed statistical data on which the study 


is based. 
Rutu L. CoHen 


Prairie Settlement : the Geographical Setting. By W. A. Mackin- 
tTosH, Professor of Political and Economic Science, Queen’s 
University. (Toronto: Macmillan. 1934. Pp. 242. 17s.) 


Tuis is the first of the nine volumes on Canadian Frontiers of 
Settlement which are being issued by the Canadian Pioneer 
Problems Committee, with the assistance of the Director of the 
American Geographical Society, the Social Science Research 
Council, the Universities of the Prairie Provinces and certain De- 
partments of Government, Federal and Provincial. The Canadian 
Railways have helped also. When the whole series has been 
published, it will be possible to write for the first time a serious 
economic history of the Canadian West, and those who share with 
Mr. Arnold Toynbee the belief that North American history can 
be squeezed into formule created to suit the Balkans and Ancient 
Greece may see fit to revise their judgment. 

Volume I presents the geography of prairie settlement and is 
richly illustrated with tables, figures and photographs. To the 
economist, perhaps the most interesting maps are those which 
illustrate the relation between access to railways and the progress 
of settlement. ‘Small wonder that the demand for railways, 
more railways, and lowered costs of transportation was loud 
and continuous from the beginning of settlement down to the 
present ” (p. 46). Speaking very broadly, the Canadian West 
from Winnipeg to the Rockies which is south of the line from 
Winnipeg to Edmonton was the frontier of 1900 to 1914—a 
frontier in relation to the occupied areas of the American Plains. 
Since the war the frontier has been north of Edmonton in the 
Peace River Country. Special value, therefore, attaches to 
Chapter VIII, in which the Peace River Country is fully analysed. 
The book is on a sufficiently wide scale to bring out the subtle 
yet important differences between the three provinces, as well as 
the broad fundamental differences between the flat prairie which is 
treeless and in large part semi-arid, and the rolling park country 
to the north of it, in which normally the rainfall is adequate. 

Chapter IX, Climatic Variability, is of particular importance 
to the agricultural economist. It shows the importance of rainfall 
to the volume of the wheat crop, and there is a fascinating table 
on page 180 which shows that under average dry-farming con- 
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ditions each inch of annual precipitation between 6 and 18 inches 
represents about 2-25 bushels of wheat per acre in a crop year. 
Thus in the relevant range returns are constant. Chapter VI, 
The Prairie Plains, concludes with a generalisation of great practical 
importance: ‘‘ Not until mixed farming, which the Canadian 
banker has eulogised so insistently, has dominated the sub- 
humid and humid sections of the country will it make significant 
progress in the semi-arid districts ”’ (p. 134). In other words, the 
dry lands which can barely exist on wheat are precisely not those 
which can switch to mixed farming, because for the latter water is 
even more essential. Such land is submarginal. It ought to go 
back to nature, but this involves great cost for afforestation (where 
this is possible) and the removal of the existing population. 
Meanwhile, wretched as the returns may be, wheat is com- 
paratively the most profitable crop; and if next year there is a 
world shortage of wheat plus a good rainfall in the southern belt, 
then the submarginal lands may enjoy a year or two of great profit, 
and once again the cycle of the 1920’s may be repeated. 

No important Library should be without this series, which 


Mr. Mackintosh has so ably introduced. 
C. R. Fay 


Cambridge. 


Co-operation in Changing Italy: A Survey. By Kari WALTER. 
(The Horace Plunkett Foundation.) London: P. 8S. King. 
1934. Pp. 80. 2s. 6d. 


Tuts book, excellently illustrated and already translated into 
several European languages, is by a writer already well known 
in co-operative literature. It is descriptive rather than ana- 
lytical, and its matter is so challenging that we look forward 
to a full objective analysis from the same pen. Inasmuch 
as Great Britain and some other countries of the Empire have 
embarked on an era of agricuitural compulsions, it is all the more 
important that we should study the apparent survival of economic 
freedom in a country from which political freedom, as we under- 
stand it, has been banished. 

We can best indicate the contents of the book by a 
summary of the conclusions presented on pp. 72-3. Consumers’ 
societies in some rural areas serve the whole population : in the 
cities they are essentially the shops of the poor but cater for 
all classes. The co-operative supply of agricultural requirements 
is more widespread and bids fair to become the common source 
of those supplies for the whole community. Co-operative 
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dairying is well advanced. Marketing, with the exception of 
rice, beetroot and tobacco (and in part wheat), is uncontrolled. 
Fish marketing is on the way towards complete co-operative 
organisation. Labour societies undertake great engineering and 
reclamation contracts. Agricultural labour societies occupy 
reclaimed land. Co-operative building societies are popular and 
numerous, credit societies are active and prosperous. And there 
is a wide variety of mutual aid societies concerned with welfare 
and society. 

There was a great co-operative movement in pre-Fascist 
Italy; there is a greater now. And by all the accepted tests of 
co-operation, saving only the freedom, if it so desires, to enter 
into politics, the co-operation (our author contends) is genuine. 

C. R. Fay 


Industrial Policy of India. By C. N. Vax and M. C. Munsut. 
(Longmans. 1934, 83”. Pp. 266. 9s.) 

The Population Problem in India. By P.K.Watrau. (Bennett, 
Coleman. 1934. 73”. Pp. 185. Rs. 3°8.) 

Problems of Transport Co-ordination in India. By S. K. Guua. 
(Oxford University Press. 7}”. Pp. 75. Rs. 1.) 


THE three volumes to be reviewed differ widely in subject 
matter, but all are concerned with the formulation of practical 
policies designed to solve some of India’s urgent present-day 
economic (and social) problems. 

Professor Vakil and Mr. Munshi consider that the present 
world tendency towards increased economic nationalism is likely 
to continue, and—without discussing the theoretical aspects of 
protectionism—present a revised scheme of tariff schedules and 
rates, which shall assist India to industrialise and to hold her own 
in international industrial competition. On the assumption that 
industrialisation is desirable and can best be promoted by tariffs, 
they condemn the existing system of “‘ discriminating protection ”’ 
as inadequate, and Imperial Preference as based on political rather 
than economic considerations. They proceed to argue that what 
is needed is more far-reaching protection, based on a full analysis 
of India’s special economic position and problems. After a 
historical sketch of world tendencies as regards commercial 
policy, and of the tariff policy actually pursued in India, they 
state that the goal for India should be “‘ maximum production 
with a national outlook.”’ This they interpret to mean that rapid 
industrialisation and the encouragement of all possible industries, 
large and small, existing and potential, are desirable, and appear 
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to assume that, if assistance is granted now, the industries pro- 
moted and extended will eventually be able to face world competi- 
tion without protection. In particular, they support the idea 
that India should herself manufacture all her own raw materials, 
whether the final products are to be marketed at home or abroad. 
They then proceed to discuss, with reference to measures adopted 
in other countries, the reorganisation of India’s tariff rates and 
schedules. 

Mr. Wattal’s volume is nominally a new edition, but has in 
reality been completely revised and rewritten, and in effect forms 
a concise and useful summary of, and comment upon, the Census 
of 1931. The author emphasises the fundamental importance of 
the population problem in India, and looks to a spread of birth- 
control as the only solution. He has attempted no novel analysis 
of the statistics, such as those recently undertaken in certain 
countries, but perhaps—on account of the unreliability of many 
of the Indian figures—this is well-advised. On the other hand, 
it is a pity that he perpetuates the common error of directly 
comparing the results of earlier, with those of recent, Censuses, 
particularly as regards dependence upon different types of occupa- 
tions. Such comparisons cannot be made without allowing for 
changes in methods of collection and classification, a fact which 
vitiates Mr. Wattal’s conclusion that dependence upon agriculture 
has substantially increased. 

Mr. Guha has contributed a useful little volume to a series of 
booklets on current economic problems which is being published 
in handy form, and at a low price, by the Oxford University 
Press. Competition between road and rail has only recently 
become of importance in India, and it is most desirable that the 
problem of transport co-ordination should be studied and tackled 
before it assumes formidable proportions. Mr. Guha makes 
sensible, practical suggestions for promoting co-ordination, rightly 
emphasising the need to consider primarily the adjustment of the 
different forms of transport services to public needs, instead of 


merely adjusting inter-carrier relationships. 
ANSTEY 


Money: the Human Conflict. By (Norman: 
University of Oklahoma Press. 1934. Pp. ix + 304. $3.25.) 

The Correct Economy for the Machine Age. By A. G. McGrecor. 
(London: Pitman. 1935. Pp. xv + 256. 7s. 6d.) 


In the main the first of the above books is an essay, popular 
in style but informed, on the history of currency from the earliest 
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times to the present day. Mr. Groseclose devotes much space 
to coinage debasements and the depreciation of paper currencies 
against their metallic equivalents, and the upsets to which these 
practices led. He pays scant attention, however, to fluctuations 
in the commodity value of the precious metals themselves, which 
at certain periods were after all of far more importance as a 
cause of social disturbance than debasement or depreciation in 
the unit of account. The conclusions to which his survey leads 
him are curious. American gold should be revalued at $150 an 
ounce, nothing but gold certificates issued for the future, and 
all further bank deposits should be backed 100 per cent. in gold 
or gold certificates. So might outstanding bank credit be retired, 
and the growth of debt in time to come be checked. But the 
historical sections make excellent reading. 

Mr. McGregor’s analysis follows familiar under-consumption- 
ist lines. He wishes to stabilise the commodity value of money. 
Unfortunately, when productivity is increasing, wages do not 
rise fast enough, and the consequent deficiency of purchasing 
power brings depression in its train. The way out is to raise 
money wages by decree at an appropriate pace. Mr. J. A. 
Hobson contributes an enthusiastic Foreword. 

HAROLD BARGER 

University College, 

London. 


Simple Economics. By F. H. Spencer, D.Sc., LL.B. (London : 
The University of London Press. 1934. Pp. 208. 2s. 3d.) 


Tus book is intended as a text-book for candidates for such 
elementary examinations as those of the Royal Society of Arts 
and the London Chamber of Commerce, as well as for secondary 
school pupils taking Economics for the School or Higher Certifi- 
cate. It suffers from an exaggerated effort to make intrinsically 
difficult ideas appear easy. The word “ marginal,” for example, , 
is freely used, but the reader is given no indication of its real 
meaning in the more serious analysis from which it has been 
temporarily transplanted. To tell a secondary school boy that 
long-term price tends to be equal to marginal supply price is to 
entangle him in a mesh of words which the wisest of us would 
find difficult to interpret with certainty. 

Despite this free use of the word “ marginal,’ Dr. Spencer 
nowhere explains clearly the conception of the balancing of 
increments on which the whole system of equilibrium economics 
is based, and for lack of this not very difficult apparatus is driven 
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to make apparent nonsense both of the theory of short-period 
price and of the theory of wages. 

The more descriptive chapters are much more successful, and 
the appendix of seven pages on the banking system is a master- 
piece of compression. But to cover the whole of the theory of 
value and distribution, of production and exchange, of prices, of 
international trade and of taxation in two hundred pages is an 
impossible task. While the book may serve its intended pur- 
pose, it is probably too superficial for even the weakest of 
undergraduate students. 


The Réle of Money: what it should be contrasted with what it 
has become. By Frreprrick Soppy, M.A., LL.D., F.R.S., 
Nobel Laureate in Chemistry. (Routledge. 1935. Pp. 
x + 222. 5s.) 

Life and Money. By E1mar O’Dourry and Cyrit Rock. 2nd 
ed. (Putnam. 1934. Pp. 292. 5s.) 

The Control of Prices. By Aveustus Baker. (Dent. 1934. 
Pp. x +175. 5s.) 


Pror. Soppy’s book is one of ‘“‘ The New World Series,” edited 
by Hubert Williams, which is “‘ based on the assumption that it 
is necessary to evolve a new way of living to master the strange 
and rapidly changing circumstances of to-day.”’ It is to be hoped 
that the contributors on other topics in this series have not been 
chosen on the same principle that has led to the selection of an 
eminent physicist to write about Money—the belief that most 
books on the problem are “ treated from the bankers’ point of 
view.” A student asking Prof. Soddy’s opinion as to the future 
of chemistry would certainly not be referred to the views of clergy- 
men or journalists; and there is no more sense in offering in- 
quirers on economics the notions about money held by physicists 
and engineers, who without any research or training such as is 
considered indispensable in their own professions presume to solve 
complex economic questions in a “ scientific ’’ yet sweetly simple 
way. 

The Professor is said to be writing “‘ from the standpoint of the 
Pus.ic,” and his ideas are certainly distinguished by misconcep- 
tions and empty though violently stated charges against the 
monetary authorities. He is almost exclusively concerned with 
the fraudulence and iniquity of bank-created money, for he 
regards what he calls “ virtual wealth ’—the unspent margin— 
as of primary importance, its issue being “a vital prerogative of 
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the State.”” He envisages the banks as “ arbitrarily creating and 
destroying money by extending and destroying it in the form of 
loans which can only be sunk in preparations for future pro- 
duction,” thereby making price-level stability “‘ obviously im- 
possible,” but he declares that the circulation of money ‘“ must 
conform to the rate of creation of wealth’! Accordingly, he 
believes that a price-level could easily be ‘“‘ kept perfectly stable ” 
if banks were prohibited from expanding credit in excess of cash 
deposits, and if new money “ were only issued to consumers by a 
remission of taxation so soon as more finished wealth awaited 
sale.” 

Prof. Soddy seems to be unaware that bank money is normally 
created to finance goods in process of production, not fixed 
capital, and that as this process is subject to control by the central 
bank it is not necessarily inflationary; and he dismisses the fact 
that income increases and prices tend to rise, not merely as the 
volume of bank credit expands but also as its circulation acceler- 
ates, with the strange remark that ‘‘in the so-called quantity 
theory of money orthodox economists tried to make its value 
depend inversely on its quantity and directly on its velocity ”’ ! 
From his writing he would appear to have read nothing by 
modern monetary theorists, and his bibliography shows that he 
attaches no value to their work, for it is practically confined to 
the sensational literature expounding his own doctrine and those 
of Silvio Gesell, Arthur Kitson, C. H. Douglas and Howard Scott. 
Prof. Soddy must know that these ideas have been severely 
criticised not merely from the “ bankers’ point of view,” but by 
reformers as progressive as himself; from his book, however, 
one might suppose that there was no practical alternative to 
orthodoxy except his own jejune and extravagant proposals. 

Mr. O’Dufiy cannot be charged with ignoring the work of real 
economists, for his part of Life and Money contains various 
attacks on their opinions, mainly in regard to employment. But 
his ignorance and self-conceit are such that he cannot imagine 
that “‘ Professor” Keynes’ views on the problem are more likely 
to be correct than those derived from Major Douglas’ propa- 
ganda. It is a sad reflection upon the level of public intelligence 
on such questions that this nonsense should have gone into a 
second edition. Mr. Rock’s proposals for a new monetary mech- 
anism are relatively sensible if quite impracticable. 

An old guild socialist, Mr. Baker’s approach is far more 
scholarly and modest than those of the physics professor and the 
romanticist. He believes that ‘‘ orthodox” economists (e.g. 
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Mr. Hawtrey !) “ have provided all the data necessary to solve 
the monetary problem without recourse to the many heretical 
theories recently advanced.’ Yet they have somehow “ failed 
to state the Solution,’ which according to Mr. Baker is the 
individual regulation of all prices by the various industries. He 
does not seem to realise that there is already a good deal of 
regulation of the prices of -manufactured goods, but that the 
method of marketing food-stuffs and materials—to which he does 
not refer—makes control by the producers practically impossible, 
and that recovery can only be secured through the raising of the 


prices of these primary products. 
GEOFFREY BIDDULPH 


About Money. By E. Rott. (London: Faber and Faber, 1934. 
Pp. 248. 7s. 6d.) 


AmiD the welter of books that appear every month dealing 
with monetary problems, Dr. E. Roll’s Abowt- Money affords a 
welcome relief. In place of strange remedies and nostrums of 
all sorts, combined with more or less fantastic descriptions of 
the presumed working of the monetary system, Dr. Roll gives us 
a well-balanced and unbiased summary of the present state of 
knowledge, so far as this can be gathered from the published 
writings of the leading economists who specialise in the realm of 
monetary theory. 

This book has the great merit of linking up the views of English 
writers, notably Mr. Keynes and Mr. Robertson, with those of 
continental economists such as Professors Mises and Hayek and 
others whose names are less generally known in this country. 
He thus helps to further that continuity of thinking between 
economists in different countries engaged in the same field of 
study, which is so important to the progress of economics. 

The first part of the book is mainly descriptive and deals with 
the nature and functions of money and with the organisation for 
the supply of credit and capital. The second part is concerned 
with the reactions of the monetary system upon the general 
economic structure of the country. Amongst other matters he 
discusses here, in a helpful and clarifying way, the much-disputed 
conception of neutral money. The last part deals very briefly 
and a little sketchily with problems of monetary policy. 

Although Dr. Roll does not profess to do more than provide 
“a simple exposition and critical examination of prevailing 
theories,” he gives us, in fact, something which is very different 


from the usual réchauffé of conflicting opinions. Where opposing 
No. 178—voL. XLv. BB 
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views are set out he is at pains to stress the measure of agreement 
rather than the extent of divergence, and to present the case of 
each protagonist in its most moderate form, though sometimes, 
as in the case of Mr. Keynes and Professor Hayek, he is perhaps 
disposed to narrow down unduly the area of ultimate disagree- 
ment. As a rule it is not difficult to discover Dr. Roll’s own 
preferences as between different views; he can come down quite 
firmly on one side or the other of the fence. 

One feature which distinguishes this book from other writings 
on the same subject is the introduction of the Marxian thesis as 
one of the possible ways in which monetary phenomena can 
be interpreted. This standpoint is not developed in any detail, 
but it is indicated suggestively, and Dr. Roll has done well to 
remind his readers that “the limitations of monetary theory and 
policy are set by . . . wider social considerations.” 

This is a book which may with advantage be recommended 
to students as a preliminary to the study of more advanced works 
on the theory of money. It should share with Mr. Robertson’s 
small book Money the distinction of presenting the two best 
short expositions of the subject which have yet appeared; and 
it may be added that the two books complement one another in 


a very useful manner. 
C. W. GUILLEBAUD 


Gold Points a Moral. By J. H. Huizinea. (Martinus Nijhoff, 
The Hague. 1935. Pp. 166.) 

Money, Foreign Trade and Exchange. By H. J. Weton. (Allen 
and Unwin. 1934. Pp. 158. 4s. 6d.) 

Ou va la Monnaie dans le Monde? By BANNERET DE MaTRAN. 
(Paris. 1934. Pp. 71. 10 fr.) 

Monetary Opinions and Policy, 1924-1934. By Mary THERESA 
Rankin. (P. S. King & Son. 1935. Pp. vii + 158. 6s.) 

Compulsory Spending. By Jutius F. Strong, Jr., Ph.D. (Randall 
Incorporated, Washington, D.C. 1934. Pp. 142. $2.) 

The Financiers and the Nation. By the Rigur Hon. THomas 
JOHNSTON. (Methuen. 1934. Pp. viii + 201. 5s.) 


Gold Points a Moral is a painstaking analysis of the somewhat 
obvious fact of the breakdown in the post-war world of the 
action of gold-flows between countries in serving as a corrective 
of such flows. The recent monetary history of a number of 
countries (there is some interesting information on banking 
conditions in France, Switzerland and Holland) is examined in 
considerable detail, and the conclusion is drawn that the gold 
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standard can never again function effectively on the old lines. 
Some additional mechanism of control is needed, and this should 
take the form, in the writer’s opinion, of a World Central Bank. 


Mr. WELCH started life as a solicitor, became a business man 
on an important scale, and has now written an able little book on 
the working of the monetary standard as he has seen it, with 
special reference to its effects on internal trade, the foreign 
exchanges and foreign lending. He addresses himself to his 
confréres in the business world rather than to professional 
economists, and there can be few people who have not had a 
specialised economic training but would find their ideas clarified 
and their minds stimulated by reading his book. As a whole his 
views are sensible and often suggestive; though he makes a 
valiant but, in the reviewer’s opinion, unconvincing attempt to 
prove that the banking system cannot create deposits by its 
autonomous lending and investment policy. _Mr. Welch has a 
pleasantly direct method of writing, devoid of unnecessary 
subtleties, and much better calculated to appeal to the readers 
for whom his book is designed than most of the writings of currency 
experts. 


M. pE Marran defends the gold currency standard (the gold 
bullion standard we are given to understand is a highly inferior 
substitute) with a vehemence which makes up in enthusiasm 
what it lacks in understanding and the use of a critical faculty. 
He is, to use an expressive Americanism, a “ gold bug ” @ l’outrance. 


Monetary Opinions and Policy, 1924-34, is a collection of 
lectures and articles written at intervals during the last ten years. 
They are pleasantly phrased and characterised by a marked 
consistency of outlook. Dr. Rankin is a resolute opponent of 
all measures or policies, directed to extracting the world from 
its economic difficulties, which diverge from the straight and narrow 
path of the reduction of costs and financial orthodoxy. As a 
whole these essays are rather slight and scarcely stand up to the 
test of publication in book form. 


Compulsory Spending is based on the belief that the cause of 
the paradox of want in the midst of plenty is to be found in the 
inveterate unwillingness of earners of incomes, especially of large 
incomes, to expend what they have earned. Instead of spending 
they save and in the process contract the incomes of others. 
Dr. Stone’s solution is a simple one: let every American citizen 


(with minor exceptions) be compelled to spend not less than 75 
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per cent. of his income, under penalty of having to pay over to 
the Government in tax all of this part of his income which is not 
used in the purchase of consumption goods and services. Insurance 
is treated as a legitimate expenditure for the purpose of the 
75 per cent. rule, in the case of small but not of medium or large 
incomes. The citizen is to be free to save the remaining 25 per 
cent. of his income; all forms of investment and purchase of 
capital goods, including insurance (for the larger incomes), being 
included as saving. 

To criticise this scheme on grounds of practicability would be 
pointless, for its interest lies in its method of approach rather 
than in the precise form of the remedy proposed. Dr. Stone 
has the merit, by contrast with the propagandists of inflation, 
that he is concerned with what happens to money incomes and 
the way they are utilised rather than with devising yet another 
scheme for increasing the quantity of money. Where he falls 
short is in his disregard of the reasons for which income saved may 
fail to be converted into capital goods to provide additional 
commodities to be acquired by the income spenders. To discuss 
the problem of how to maintain full employment, without dis- 
cussing the causes influencing investment and the bearing of 
the rate of interest, is to leave the major part of the problem 
untouched. Moreover, before Dr. Stone can expect us to take 
a proposal for the penal taxation of saving seriously, he must 
first convince us that the supply of capital goods (and therefore 
of the consumption goods they help to produce) is so large that 
no further increase in their amount would add to the total of 
economic welfare. 


Mr. Jounston has gone pigeon-shooting over the fields of 
high finance during the last hundred years—it would be more 
accurate to say that it is at the hawks that his gun is aimed while 
the pigeons who have been plucked receive his commiseration. 
The activities of such men as Hatry, Kreuger, Bottomley and 
Bevan, as well as a host of smaller fry, and many of those con- 
cerned with the issue of foreign loans, are described with scathing 
comment. He has had no difficulty in finding many sitters 
for his gun, and although he does not invariably bring down 
his bird, his bag at the end of the day is more than sufficient 
to prove his main point, that an unregulated system of private 
investment opens the way to serious abuses. 

It must, however, be observed that Mr. Johnston’s book 
(which receives high praise in a preface by Lord Passfield) appears 
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to be intended to leave the impression that if nearly all borrowers 
are fools, nearly all lenders are knaves, with the State looking on 
complacently while financiers and company promoters feather 
their nests with the plumage of their victims. He ignores the 
continuous endeavours, admittedly only partially successful, of 
Parliament to reconcile the problem of protecting the greedy 
fool from the consequences of his own folly with that of not 
hampering the legitimate undertaking of risk. Mr. Johnston 
seems to think that a large part of the community’s savings are 
habitually lost through financial dishonesty; it would be truer 
to say that the abuses to which he refers have been on the margin 
of the community’s savings, though this does not imply that 
they should be tolerated or that the State should relax its efforts 
to secure the benefits without the evils of free investment. 

Mr. Johnston’s own main remedy, apart from the nationalisa- 
tion of the Bank of England and the extension of, municipal 
banking, is the establishment of a National Investment Board 
with very wide powers of control over the allocation of capital 
both for domestic and foreign purposes. He deals with this 
on very broad lines and makes no attempt to discuss any of the 
numerous and formidable difficulties involved in the practical 
working of such a Board, not the least of which would be the 
quasi-guarantee to the investor resulting from official sanction 
for a capital issue, and the question of the responsibility of the 


State for losses incurred. 
C. W. GUILLEBAUD 


St. John’s College, 
Cambridge. 
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NOTES AND MEMORANDA 


THE NEw Boarp or TRADE INDEXES 


In the great days of Giffen, Bateman, Flux and Macrosty the 
British Board of Trade led the world in its statistical and economic 
work. Since the War many critics have complained of some 
tendency on the part of the Board of Trade to rest on its laurels. 
The complete revision and modernisation of the Board of Trade 
Index-Number of Wholesale Prices (Board of Trade Journal, 
January 24, 1935) and of the index-number of industrial production 
(Board of Trade Journal, March 28, 1935) come as a welcome reply 
to criticism, and represent an event of outstanding importance 
in the statistical world. 

The old Board of Trade Index-Number of Wholesale Prices 
was based on the quotations for 194 commodities, and the weight- 
ing has up till now been based on the results of the First Census 
of Production of 1907 (with the single exception of an increased 
weight allowed to petroleum products). The modernised weight- 
ing is based on the results of the Census of Production of 1930. 
Weights are assigned to each commodity and class of commodities 
in proportion to their relative importance in the total of “ available 
goods,” that is to say, of output plus imports, in the United 
Kingdom. An effort is made to avoid duplication between 
different commodities which represent various stages of a single 
industrial process. This does not mean that basic products, 
such as iron ore, raw cotton, etc., are excluded from the index, 
but the principle may be illustrated by the procedure adopted in 
the case of coal :—“‘ In the case of coal, for instance, the weight 
assigned is represented by its importance for other purposes than 
as a material used, whether as fuel or otherwise, in the manufacture 
of other goods. It has added to it an importance in respect of its 
use in the production of gas or electricity, the addition necessary 
on this account being, however, not in respect of the entire supply 
of gas and electricity, but only of the output not used industrially.” 

Although a fairly consistent technique can be worked out on 
these lines, there are likely to be certain logical difficulties. Such 
logical difficulties, however, are almost bound to arise so long as 
the consumer of statistics continues to demand, often for the 
most dubious purposes, a general wholesale price index-number. 
Ideally we should only ask for index-numbers representing prices 
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of goods at certain defined stages of production, e.g. farm products, 
basic industrial materials, finished goods, and should regard as 
unwise and unnecessary the attempt to combine them into a 
single index. 

The modernised weighting, in fact, has comparatively little 
effect on the final figures for the last few years. This, however, 
is accidental, and the component items show very considerable 
changes. The revision of the weights has brought to light some 
most interesting results about the change in the relative values, 
and relative quantities consumed, of different classes of com- 
modities since 1907. Perhaps the most striking of these con- 
clusions is that from 1907-1930 food at wholesale was becoming 
all the time dearer relative to industrial goods. Taking the ratio 
of the two groups of prices in 1907 at 100, this had risen to 106 
by 1924 and 118-8 by 1930. This was largely brought about by 
the rise in prices of meat, eggs and fish, all of which were relatively 
very dear in 1930. Cereals showed a steady fall. By 1934 the 
ratio had fallen back to 112-2. 

Within the industrial group there was comparatively little 
change. The most striking movements have been those of cotton. 
The quantitative importance of cotton has been steadily declining, 
but in 1924 this was more than offset by its very high relative 
price, and in 1930 its weight had only fallen back to the 1907 level. 
Another striking feature is the increase in the relative importance 
of building and contracting, which represented 8-1 per cent. of the 
gross output of all trades in 1907 and 11-0 per cent. in 1930. 

Much the most important feature of this revision, however, is 
that we now have, for the first time in this country, separate 
series within the category of industrial goods for basic materials, 
for intermediate products, and for manufactured articles. Similar 
subdivisions had previously been made in the Wholesale Price 
Index-Number of U.S.A., Germany, Sweden and Canada. The 
results for Britain show more strikingly than anyone could have 
expected the relative slowness of movement of prices of manu- 
factured goods. Basic materials are more rapid in falling and also in 
rising, while intermediate products pursue an intermediate course. 


Y Basic Intermediate Manufactured 
Materials. Products. Articles. 
1930 100 100 100 
1931 76-6 86-5 93-6 
1932 70-7 83-7 92-7 
1933 80-2 84-6 93-5 
1934 88-0 86-9 94-8 


1e 

ic 

le 

l, j 

n 

y 


372 THE ECONOMIC JOURNAL [JUNE 


The author points out that a study of the month to month 
fluctuations reveals comparatively little evidence of any systematic 
time lag in the movements of these three series. 

The old index-number contained very few manufactured 
goods, and the new series have been made possible by a con- 
siderable enlargement of its scope. It now comprises 258 quota- 
tions. The manufactured goods now cover a fairly wide range, 
although they are not yet fully comprehensive; the principal 
classes represented are iron, steel and non-ferrous metal goods, 
yarns and cloths, chemicals and oils, wood pulp, timber, and a 
number of building materials. A separate sub-index is given for 
building materials. In Germany it has been found possible to 
construct index-numbers for the wholesale prices of such difficult 
commodities as clothing, furniture and machinery. So far as 
can be judged, however, this work is based on a greater willingness 
of the German manufacturer to submit to inquiries on the part of 
the Statistical Office than would perhaps be found in this country. 

The fact that we now have available an index-number sub- 
divided according to stage of manufacture should prevent the 
repetition of some of the worst errors of the past decade. Not 
many years ago, for instance, a certain distinguished authority 
in a supplement to the Economist attempted to determine the 
relative amounts going to labour, to fixed charges, and to enter- 
prise by taking the Wholesale Price Index-Number as a measure- 
ment of the gross return to industry in this country. He thus 
found himself reaching the surprising conclusion that aggregate 
profits in the year 1930 were nil. Similarly, there was the 
notorious Rueff correlation, about which controversy has now died 
down. By selecting his period, M. Rueff was able to show that 
the index of British wage rates, divided by the Wholesale Price 
Index-Number, showed a high correlation with unemployment. 
He was honestly of the opinion that the British Wholesale Price 
Index-Number was reasonably indicative of the prices received 
by British industrialists for their output. In fact at that time 
the index was almost entirely composed of food-stuffs and raw 
materials, and so far as the correlation proves anything, it shows 
that the British industrialist employs fewer men at a time when 
his raw materials are cheap ! 

A further improvement in the figures is the calculation of 
factors of seasonal variation for food and for industrial items 
separately. 

The index-number of industrial production has not been 
subjected to so drastic a revision. The principal change is the 
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introduction of a new series for building and building materials, 
and the calculation of seasonal variations. The series are 
reweighed on the basis of the net outputs shown in the 1930 
Census of Production, the previous index having been on a 1924 
base. 

On the 1924 base the index-number averaged 103-2 for the 
year 1930. The ascertainment of the volume of output of these 
industries at the 1930 census made it possible to obtain an 
independent check on the methods and data of the index-number. 
In spite of the fact that 1930 was a year of very steep downward 
movement and therefore all the data were subject to considerable 
disturbance, the volume of net output in the industries covered by 
the index was found to be 103-9 on the 1929 base. “The substantial 
measure of agreement for the great majority of the constituent 
series and for most of the separate groups is the more remarkable 
in the special circumstances obtaining in 1930,” says its compiler, 
with pardonable pride. 

The index of building activity, on a 1930 base, stood at 130-2 
for the year 1934. The only industry showing anything like a 
similar rise was Non-Ferrous Metals, with 122-7. Mining showed a 
decline to 90-6. The new index of building activity was compiled 
by the combination of two sets of information. In the first place, 
the returns of the value of building plans passed, supplied by a 
number of Local Authorities to the Ministry of Labour, are 
deflated by means of a specially constructed number of building 
costs and separated into five classes of buildings. ‘To each class 
of buildings an appropriate lag has applied and building activity 
in later months is thus estimated. These data are combined with 
available information about the output of tiles, cement, bricks 
and glass. 

Here again, as in the price index, reweighting has brought to 
light some interesting and curious facts. Rather unexpectedly, 
the new index on the 1930 base stands a little lower than the old 
index recalculated to that year as base. In other words, the old 
index had an upward bias. An investigation carried out by 
Professor Douglas (Journal of Political Economy, 1930) showed 
that the London and Cambridge Economic Service Index of 
Production had a downward bias, and it is probable that the Board 
of Trade Index of Production had a downward bias before 1929. 

The examples which follow explain the reason for this upward 
bias and incidentally illustrate some rather interesting theoretical 
principles. Most of the commodities, the volume of output of 
which had expanded rapidly between 1924 and 1930, had their 
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weights reduced when the revision was made. An interesting 
example is silk and rayon, where the rise in the volume of output 
was accompanied by a more than proportionate decline in price. 
The only commodities included in the index which showed an 
increase in output and an increase in aggregate value were gas 
and electricity, and there will be many who hold that the prices of 
these services would have been lower if their channels of distribution 
had been different. 

At the same time commodities whose output was declining for 
the period, or not increasing so rapidly as the general average, 
were generally found to require an increased weight in the latter 
year. The two principal examples under this head are the ship- 
building and engineering trades, and the food, drink and tobacco 
trades. In the engineering trade in particular, declining output 
seems to have been accompanied by a rise in prices, and in the 
manufactured food and drink trades a comparatively slow rise in 
output is accompanied by comparatively high prices. An excep- 
tion to this rule is mining and quarrying, where the volume and 
aggregate value of production have both fallen considerably. 
However, in this case the next Census of Production will probably 
reveal an increased aggregate value of output accompanied by a 
declining volume of production. 

A table is given in the Board of Trade Journal showing the 
volume of production adjusted for seasonal variations, for each 
quarter from 1928 up to date. The purist may recommend one 
further adjustment. The method of calculating seasonal varia- 
tions takes into account the fact that, for instance, Easter gener- 
ally falls in the second quarter of the year, and thereby reduces the 
number of working days. Our calendar being what it is, however, 
Easter may occasionally fall in the first quarter of the year, as it 
did in 1932. A straightforward calculation of seasonal varia- 
tions can take no cognisance of this fact, and additional allowance 
has to be made for it. This is not a petty matter, as it may make 
a difference up to 3 per cent. in the results of any one quarter. 
The modal number of working days in each quarter are 704 in 
the first and fourth, 68} in the second, and 714 in the third. Most 
obligingly 1930 had exactly the right number of working days in 
each quarter, and also, for the benefit of the reader who wishes 
to keep the table up to date, will 1935. In both Germany and 
America the index-number of industrial production is now 
calculated for each month on the basis of a given number of 
working days, a procedure adopted by a number of leading in- 
dustrial concerns. The writer is not an advocate of calendar 
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reform, in view of the sentimental attachment to the old calendar 
shown by the majority of men; but for statistical and account- 
ancy purposes the standardisation of the number of working days 
in accounting periods is a very necessary reform. 

The diagram which follows shows the volume of the industrial 
production plotted quarterly since 1928, corrected for seasonal 
variations, and with the minor adjustments described above. 
This enables us to obtain a view of the depression and recovery in 
this country in a far clearer and more accurate form than has ever 
been possible before. After a slack period in 1928, the index rose 
to a sharp maximum in 1929, and then fell heavily, but was 
beginning to show signs of recovery by 1931. The curve shows 
very clearly how temporary was the recovery due to the devalua- 
tion of September 1931, and it fell to a new minimum in the third 
quarter of 1932. In some mysterious way, this quarter was a 
turning-point in every industrial country in the world, and from 
then a slow recovery began, which was apparently very much 
accelerated in the early summer of 1933. The curve certainly 
shows signs of a slackening of the rate of progress, but as yet no 
sign of definite recession. 
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A MATHEMATICAL NOTE ON THE ECONOMICS OF 
ELEctTRIcCITY SUPPLY. 


THE business of electricity supply furnishes a very good 
illustration of the application of mathematics to economic science, 
due to the circumstance that the functional relationship between 
the supply price and the number of units of electrical energy sold 
per annum is of a simple and determinate character. It is gener- 
ally accepted by electrical engineers that the cost of giving a supply 
of electricity is the sum of two components : the overhead cost 
made up of such charges as rent, interest, loan repayments, and 
so forth, which are independent of the number of units supplied, 
and the running cost which is proportional to the supply. If p, 
be the average cost per unit, and n the number of units sold per 
annum, P, the running cost per unit and c the total annual over- 
. head cost per annum, then the supply function can be analytically 
expressed in the form 

Pi = Py + 
It will be understood that there is a maximum value of n in this 
equation, which represents the limiting output of the machinery 
at the power station when working continuously. The ratio of the 
actual to the maximum output is usually known as the load factor, 
and the maximum possible value of » for a given value of ¢ 
corresponds to a load factor of 100 per cent. 

When a supply function is of the form of the above equation an 
interesting result follows when the conditions under a monopoly 
are considered. It is usually assumed that, in such a condition, 
there is tendency for the profit to be maximised. If p, be the 
demand price per unit corresponding to an annual sale of n units, 
the yield of profit will be, for the above conditions of supply, 


— Py — =) 
= Np, — NP, 


The condition for maximum profit is given by 


This equation does not contain c. It therefore follows that if the 
supply function is of the form given, the value of n which gives 
a maximum value of the profit is independent of the magnitude of 
the overhead charge, whatever may be the form of the demand 


function. 
The demand function applicable to the sale of electrical energy 


— P,=0. 
Nan + Pe 0 
{ 
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cannot be represented analytically with such exactness as can the 
supply function. Two assumptions may be made in devising an 
analytical expression for this function : first, that there will be a 
limiting price, at which sales will become zero, and, secondly, that 
as the price is reduced, sales will increase indefinitely. A simple 
function which satisfies these conditions is given by the equation 
N 
= Nin 

where p, is the demand price per unit, P,; the maximum price at 
which any sales can be effected, and NV the demand for a value of 
P, equal to 

The average price per unit supplied under a public authority 
which is supposed to make no profit will be given by the condition 
that = p,=p. The algebraic solution of the resulting 
equation is cumbersome, but a very approximate solution can be 
obtained by assuming as a first approximation-that p.— 2P,), and 
is small relative to P,. Thus 


Pon + ¢ = N(P, — p) = N(P, — 2P)), 
_ — 2P,) —e 


Po 


and p= + n(P, — 2P,) — 


To obtain the conditions under which profits are maximised, 
we see that the yield of profit is given by n(p, — p,), which is 
equivalent to 


whence n 


P,Nn 
—P gt — ¢. 
Putting n, = N + n this last expression can be transformed to 


N(P, + Ps) — ¢ — — 


All terms of this expression excepting the quantity within the 
brackets are constant, and as the square of this quantity cannot 
be less than zero, the maximum value of the profit is obtained when 


2 


NVP, 
— ,/P 
Vn, VPoV 

_yVPr _ 
whence 7, = and 1), 


from which we obtain the average price per unit supplied as 
Pn = VP Po. 
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This average price, it is interesting to note, is not only independent 
of the overhead charges c, but also of N. Provided, therefore, the 
demand curve is a rectangular hyperbola which is asymptotic to 
the horizontal axis, the monopoly price depends only upon the 
point in which the curve intersects the vertical axis, and not on 
the slope of the curve at this point, with the additional proviso, of 
course, that the two curves intersect or touch. 

As a numerical example of the preceding results we may take, 
for the supply function, Py = 0-5 and c = 2, n being reckoned in 
tens of millions of units per annum. ‘This function then becomes 


2 
Pi = 0-5 
For the demand function take P,; = 12 and N = 3, then 
3n 1° 


The average price obtained under conditions of public ownership 
is found by the approximate expression to be 1-10d. The exact 
value obtained by solving the quadratic equation is 1-lld. and 
the corresponding annual sales are 3-45. The average price 
obtained under monopoly conditions is /6 = 2-45d. and the 


corresponding value of n is 1-3. 
G. W. STUBBINGS 


THE CEYLON BANKING COMMISSION 


Report of the Ceylon Banking Commission (Sessional Pauper XXII, 
1934. Rs. 2). 


Ir will be remembered that the Ceylon Banking Commission 
was appointed in April 1934 ‘“ to inquire into and report upon the 
existing conditions of banking and credit in Ceylon and to consider 
the steps, if any, that are feasible and desirable in respect of the 
provision of banking and credit facilities for agriculture, industry 
and trade, and also to make recommendations regarding the 
desirability of establishing a State-aided Bank and sound local 
banks.” The Commission, which was presided over by Mr. (now 
Sir) 8. N. Pochkhanawala, Managing Director of the Central Bank 
of India and a banker of great experience and reputation, has now 
made its Report after an exhaustive investigation of the various 
matters involved in its terms of reference. 

The Report is a unanimous one, unanimous both with regard 
to its findings and recommendations. After giving a general survey 
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of the salient features in the economic life of Ceylon, the Report 
proceeds to give an excellent account of the existing banking and 
credit agencies, and points to the various defects in the credit 
system and the need for the establishment of an indigenous State- 
aided Bank. In the view of the Commission “ the existing bank 
organisation with its nerve centre thousands of miles away and 
whose management lacks touch with the population is unfitted to 
meet reasonable indigenous demand for credit. There is no 
branch banking and most of the present banks have their business 
concentrated in Colombo. In the matter of internal finance and 
inland remittances, the present banks are found grossly wanting. 
They are mainly interested in the finance of foreign trade and there 
is danger of interference in their financial operations from foreign 
trade rivalry wherever there is conflict of interest with the internal 
business. National banking has proved a boon in every country 
and it is also essential for the economic advancement of Ceylon. 
Foreign banks and foreign business houses ;. . are tempera- 
mentally and constitutionally unsuited to help the country’s 
operations to any great extent.” 

Taking its stand on the position that there is great need in 
Ceylon at present for national banking institutions, the Com- 
mission then proceed to discuss what form national banking 
activity should take, and after examining the relative advantages of 
a State Bank and a State-aided Bank, express themselves without 
hesitation in favour of a State-aided Bank with a capital of Rs. 
10 crores, of which the State should subscribe 8 crores in prefer- 
ence shares. The Report recommends that the public should be 
offered 40,000 shares of Rs. 25 each and thereafter the remaining 
40,000 shares should be issued at the Bank’s option. It is further 
recommended that the Bank should have seven or eight Directors 
consisting of Europeans, Indians and Ceylonese in a certain 
proportion and that the selection of the first Directors should be 
made by the Governor on the recommendation of the principal 
Chambers of Commerce. The Bank’s primary function should 
be the provision of adequate credits for internal economic activities, 
including agriculture, commerce and industry, and it is also re- 
quired to provide financial aid of a capital nature to industrial 
enterprises in suitable cases. A close study of the proposed 
banking structure reveals that it is planned more or less on the 
present position of the Imperial Bank of India and to perform 
similar functions. 

The facilities to be created by the State-aided Bank are to be 
supplemented by the establishment of local banks in important 
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places, and the chief responsibility for the promotion of these is 
imposed on the State-aided Bank, which is to be their “ banker, 
friend and guide.” The Commission sanguinely expect that 
“all the local joint-stock banks of different Provinces will keep 
their accounts with the State-aided Bank at Colombo, which will 
act as a banker to them and do their agency business. The local 
banks will work as agents of the State-aided Bank in Provinces ; 
thus there would be complete co-ordination in the future banking 
structure of the country. . . . Such dealings and points of contact 
will promote their friendly relations with the State-aided Bank, 
which by knowing them better will trust them more. This 
connection will in turn lead to increased confidence in the local 
bank on the part of the people of the Province and of the general 
mercantile community.” 

The reason why this mode of expansion has been preferred to 
the development of branch banking by the national bank itself is 
stated to be that ‘ local institutions would offer greater opportuni- 
ties of service,” as “‘ the local directorates will be in a better 
position to determine the financial requirements of their respective 
territories and to judge credit risk.’ But it is also suggested that 
“if later experience warrants that the expectations in regard to 
the inauguration of local banking are not satisfied, there should 
be no bar to the expansion of the activities of the State-aided 
Bank itself.” 

One weak point in these proposals of the Commission is that 
due consideration has not been given to the opposition of the 
existing banks and the Ceylon Chamber of Commerce to the 
establishment of any State-aided Bank on the ground that there is 
not sufficient business for an additional commercial bank of the 
type proposed and that there are enough credit institutions (though 
non-Ceylonese) now existing in Ceylon. In view of the very 
powerful position which the existing foreign banks occupy, it is 
only prudent not to expect too much from the new bank, unless 
the opposition to it disappears. Indeed, the Commissioners 
themselves recognise this and say, ‘‘ It cannot be denied that 95 
per cent. of the trade and industries of Ceylon are directly or 
indirectly in the hands of Europeans and Indians only, and their 
co-operation and good-will are, therefore, absolutely necessary 
not only for the flotation of the Bank but also for its future 
working. Without this the Bank could have no chance of 
developing its business and it would fail in its aim of serving 
the commercial community and of fulfilling the aspirations of the 
people of this country.” But there are no indications in the 
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Report as to the source or sources from which the rare commodities 
of co-operation and good-will could be expected, when what is 
anticipated and feared is unhealthy rivalry. 

It is remarkable that the Commission does not recommend for 
Ceylon a Central Bank capable of regulating both the credit and 
currency system of the country in the best interests of the economic 
life of the nation. To quote the Commission’s own reasons, 
“ At the present stage of its economic development Ceylon hardly 
needs a Central Bank of Issue. It is not yet adequately equipped 
for such a highly advanced and technical form of credit mechanism. 
A time may come after credit organisations have sufficiently 
advanced, when, to unify and co-ordinate all the credit agencies 
and to introduce unity of policy and control of currency and 
credit, such a bank will be necessary. . . . At the present moment, 
however, the country is not ripe to have a Central Bank.” It is 
very doubtful whether this portion of the Report of the Com- 
mission will find favour with the State Council or with public opinion 
in Ceylon. In fact the evidence before the Commission seems to 
have been overwhelming in favour of the establishment of a 
State Bank in the sense of a Bank of Issue. 

With regard to the country’s currency system the Report does 
not contain any very detailed study of the subject, as the Com- 
mission thought that this was not specifically included in its terms 
of reference. But in view of the intimate relation of currency to 
banking and credit, some consideration is given to this problem 
and the view expressed that it is ‘‘ not desirable that any change 
should be introduced in the present basis of the monetary system 
of Ceylon, particularly in view of the chaotic conditions which 
prevail to-day in the world in regard to international trade and 
monetary matters. The rupee has successfully worked as the 
standard of external measure of Ceylon’s currency. The only 
demand for change in the present arrangement is on the ground of 
loss of profit on minting, which at present is solely retained by 
India.” The Commission suggests that this loss can be avoided 
by substituting Indian and other interest-yielding gilt-edged 
securities for the rupee portion of the currency reserve. The 
value of the present monetary connection with India to the 
economic life of Ceylon is also discussed in detail and it is shown 
how a change would disturb the Indo-Ceylonese trade and the 
labour problems of the Island, lead to profiteering and high 
rates of interest and cause nervousness in external capital at 
present engaged or likely to come in the service of future economic 


advancement. ‘The Report says that the Commission’s recom- 
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mendations in this connection are also supported by the conclusions 
of previous Currency Commissions. 

In addition to the main recommendations the Commission 
also makes certain suggestions for the relief of rural indebtedness 
and proposes inter alia the establishment by Government of an 
“ Agriculturists’ Redemption Fund” to help the rural debtors 
and the formation of ‘‘ Conciliatory Boards ”’ in different districts 
to bring about a reconciliation between the debtors and creditors 
in respect of their transactions, especially relating to mortgages 
on land. Further, in order to assist the agriculturist to get a fair 
price for his crops, the formation of marketing societies under the 
supervision of the Agricultural Department and the establishment 
of an Advisory Board to co-ordinate the activities of the various 
societies as well as to guide themin their work arealsorecommended. 

In order to encourage investment and saving and facilitate 
the banking habit there are also some useful suggestions. Besides 
recommending the abolition of the stamp duty on cheques as in 
India, and the creation of new channels of saving in the form of 
Postal Cash Certificates, Treasury Bills and investments in build- 
ing societies, an amalgamation of the Ceylon Savings Bank and 
the Post Office Savings Bank, decentralisation of the working of 
the Post Office Savings Bank and the liberalisation of the rules of 
withdrawals are also suggested in the interests of popularity, 
efficiency and unification of the Savings Banks working in the 
Island. 

Other recommendations of the Commission include suggestions 
with regard to (i) the improvement of banking regulations, the 
issue and renewal once in three years of licences for carrying on 
banking business in the Island, and the maintenance of a Register 
of Banks; and (ii) the creation of an Economic Advisory Council 
to study economic questions and carry on research and a separate 
Department of Statistics to collect reliable statistics, the want of 
which was a serious handicap to the Commission in certain respects 


in the pursuit of its task. 
A. RaMalya 


Madura, India. 


COMMENTS ON THE NEw INDIAN CONSTITUTION AND FINANCE. 


(1) Proressor ADARKAR’Ss note on the economic aspects of the 
proposed Indian constitution (Economic JouRNAL, March 1935) 
emphasises that the economic aspects are less satisfactory than 
the political aspects and “that India’s economic freedom, whether 
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in the financial, fiscal, industrial or monetary sphere, is hedged 
with limitations.” ‘This is broadly true, but it is well to bear in 
mind one or two points. First, in relation to Safeguards, and in 
particular financial safeguards, the anxiety of the people in our 
country to reduce all safeguards in the sphere of Finance to a 
minimum is perfectly intelligible. Self-government which does 
not involve financial indepéndence is self-government in a very 
truncated form, and safeguards can easily be interpreted as a form 
of distrust. But the Indian administration will need to borrow 
money, if only to replace existing loans, many of which are falling 
within the next few years. Apart from these, there may well 
be need to borrow money for legitimate productive purposes. 
India is a poor country and it will make a great deal of difference 
what rate it has to pay for its money. The rate will be low 
so far as the potential lenders, which means in the main the City 
of London, have confidence in the conduct of India’s finances, 
and high in so far as they have not. On account of default by 
borrowing governments in every part of the world, everyone 
wants double security for his money to-day. India is now to take 
her destinies into her own hands and is likely to make mistakes, 
as is likely in every country in the early stages of its political 
evolution, and there is reason to believe in India’s capacity to 
manage her own affairs better than a great many other independent 
States. But India cannot afford to add to her own difficulties. 
Provisions which would place the service of foreign loans beyond 
all suspicion are in the long run more in India’s interests than in 
anyone’s. The best security the City of London can have is in 
the creation of a strong and stable Indian Government which 
would keep up India’s foreign credit. 

(2) It is perfectly true that in the twin instruments of public 
finance and monetary policy we might have the true criterion of 
the success or failure of the new constitution. The self-rule of 
the Indian people or Swaraj, if it is to fulfil its cherished ends, 
must be based on sound financial resources. ‘This does not neces- 
sarily mean that high taxation is a necessary condition of the 
successful working of self-government. Taxes will have to be 
levied in future according to people’s capacity to pay. But it is 
well to note that though high taxation is not a condition of self- 
government, neither can low taxation be necessarily expected 
as its result. The true test of the sound financial administration 
of a self-governing India does not consist in raising less revenue 
or retrenching more expenditure than at present, but in raising 


revenue wisely and spending it productively. Nothing is more 
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naive than the view entertained by some people in this country, 
that under a national régime the government of the country will 
be less expensive or that the taxes levied will be lower. Economy 
can and must be effected, of course, in several directions, but the 
cost of administration as a whole under the new political order 
will not markedly fall off. Whatever might be said against 
Federation as the true solution of the Indian constitutional pro- 
blem, it is clear that financial arguments cannot be used as a real 
obstacle to Federation. 

(3) Itis the banking and monetary policy of the Indian Govern- 
ment that has been severely, and to some extent deservedly, 
criticised by Indian economists and publicists. The Reserve 
Bank of India is undoubtedly a great step in the unification of 
currency and credit. Few will quarrel with the fundamental 
principle on which the constitution of the Reserve Bank is based, 
viz. that it should be free from any political influence. But what 
shall we say of the special responsibilities of the Governor-General 
in relation to the Reserve Bank? It would in practice amount 
to his obeying the directions of the India Office and the City of 
London. It would be a reductio ad absurdum of the whole scheme 
if, after excluding the Indian Legislative and Federal authority 
of patronage in the matter, on the ground of necessity for the 
elimination of political influence, the Government or the Joint 
Committee should consider it right to introduce what India 
has always condemned as the worst political influence that has 
been brought to bear on its financial administration, namely, the 
intervention and control by Whitehall or London City. Rightly 
or wrongly there is an impression in certain quarters in India that 
the Reserve Bank is designed to be a tool in the hands of the City 
of London and tied to the chariot-wheels of the Bank of England. 
It behoves, therefore, the governing body of the Reserve Bank to 
steer clear of any such suspicions in the larger national inter- 


ests of India. 
V. G. R. Ayyar 


Annamelai University, 
Chidambaram. 
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OBITUARY 


Epwin CANNAN 


Epwin Cannan, who died on April 8th this year, was born 
in Madeira on February 3rd, 1861. His mother, for the sake of 
whose health the family had gone to the Island, died eighteen 
days after his birth. They returned to Bournemouth, where he 
spent his boyhood. His father, D. A. Cannan, had been agent 
for a firm of galvanised-iron manufacturers in Australia, and had 
been there during the Victorian gold-rush. He retired in 1858. 
It appears that the Cannan ancestors had come from Scotland 4 
to the Manchester district towards the end of the eighteenth 
century, and had there made a modest fortune. Cannan himself 
enjoyed an income which did not depend on his professorial 
activities. 

Edwin and his elder brother, Charles, who was for-many years 
secretary of the Clarendon Press, were educated at Clifton College 
in its early days under Dr. John Percival. Charles went to 
Trinity College, Oxford, and in 1880 Edwin followed him to 
Balliol. His work was interrupted by illness, and in search of 
health he voyaged round the world.2 Consequently, he took 
“Groups” for a Pass Degree, and included the Economic Group. 
He took his B.A. in 1884 and his M.A. in 1887. He won the 
Lothian Prize by an essay on ‘“‘ The Duke of Saint Simon,” and 
in 1886 competed unsuccessfully for the Cobden Prize, which was 
won by (Sir) H. Llewellyn Smith. 

Though he lived at Oxford all his adult life, at an early date 
in Wellington Street and later in Chadlington Road, and was 
associated with the Oxford economists for nearly fifty years, he 
never held any official appointment in the University, except as 
Sidney Ball Lecturer in 1931. 

In 1907 he married Margaret M. Cullen, his second cousin. 
Their only child died in 1918. 

Cannan’s first published work was Hlementary Political Economy 
in 1888 (Oxford University Press). In the Introduction to The 
Economic Outlook (1912) he gives a vivid account of his education 
in economics, beginning in the lower-fifth form at Clifton in 1877 
with the study of Mrs. Fawcett’s Political Economy for Beginners, 


1 Tn letters Cannan says his father was Scotch, and that the name originally 
was A’Cannan in Galloway. He was named Edwin after his godfather, Edwin 
Chadwick. 

2 His delicacy continued for several years, and prevented his going into 
College. From 1886 to 1891 he devoted himself to writing, and received students 
in his lodgings in St. Giles. 
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from which may be dated his revolt from the teaching then 
traditional. He follows with an account of his Oxford experi- 
ences, his conversion under A. L. Smith’s influence by the “ His- 
torical Spirit,” and his subsequent return to economics; on this 
he writes: ‘‘ Fawcett’s exceedingly unplausible boiling-down of 
Mill awoke, in 1883, all my native scepticism, and made me look 
about for new lights.” His Cobden Essay became “an attempt 
to reconstruct general economics,” while his successful com- 
petitor apparently kept to the subject set, and this rejected 
essay developed into his first book. This first effort at reconstruc- 
tion met with little recognition or success. 

Apart from writings in the Economic Review, the organ of 
the Christian Social Union, which began publication in 1891, 
Cannan devoted three years to the studies which led to the work 
which first brought him recognition, A History of the Theories 
of Production and Distribution in English Political Economy, from 
1776 to 1848, published in 1893. 

His career as a teacher began in 1895, when the London 
School of Economics and Political Science was founded. In the 
first Calendar of the School his name appears only as giving four 
public lectures on the History of Rating, which were published 
with additional material as The History of Local Rates in England 
(1896). But in fact he shared the classes in Economics with 
W. A. S. Hewins, the first Director of the School. The School 
was started at 9 John Street, Adelphi, but after a year moved 
to the corner of Adelphi Terrace. One of his first students, 
now a Professor in the University of London, remembers that the 
class consisted of three members, who sat round a table with 
Cannan in the basement of the building, and proceeded by informal 
discussion. 

From this small beginning the teaching of Economics developed 
with the growth of the School; at first slowly, and then, after 
the change to its present site, rapidly. With the institution of 
the degree of B.Sc.(Econ.), the School became a ‘School of 
the University ’ and Cannan an ‘“‘ Appointed Teacher of Economic 
Theory.” At the date of his retirement, 1926, the large lecture- 
room could hardly contain his classes, and his earlier pupils were 
his colleagues. The title Professor was conferred in 1907, 
Emeritus in 1926. 

From the beginning Professor Foxwell lectured on Banking, 
and for this reason among others Cannan published nothing on 
the subjects of Banking or Currency till the War. Wealth, with 
the sub-title ‘A brief explanation of the causes of Economic 
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Welfare ” (1914), is stated by the author to have “ been gradually 
evolved out of the annual course of lectures which I have given 
for first-year students—since 1898’; in this there is no dis- 
cussion of money at all. This cannot have been for want of 
interest in the subject, for Cannan made a collection of pamphlets 
and books by “ currency cranks,” till their output was too large 
for his library. ; 

While Wealth may be regarded as a development of his early 
Political Economy, the book which contained his lectures to second 
and third year students, namely, A Review of Economic Theory 
(1929), is in part a supplement to the History of Theories, etc., 
continued up to the date of publication. Again, neither money 
nor banking appear in the Index; Ricardo on Currency is given 
two pages, and there are also two pages on the bank-rate. It is 
perhaps hardly necessary to say that this book is of much wider 
scope than was that of 1893. Though to some extent in historical 
form, the line of thought is the development of accurate definitions 
and the approach to what Cannan regarded as correct and useful. 
The method is the criticism of what was imperfect, ephemeral, 
or erroneous. The description “‘ An Orthodox Economist’ at 
the head of the Obituary in The Times of April 9th would have 
caused Cannan to think that a word was for once used in its 
literal meaning. 

In the first years of the School the lecturers were only present 
for one or two periods weekly, and even after its removal to Clare 
Market and its extension to Houghton Street, Cannan came up 
from Oxford only on two or three days, and never made his work 
there a full-time job. In consequence he was able to pursue his 
study of the writings and lives of the older economists. The 
principal result was the work which many consider to have been 
his greatest achievement—An Enquiry into the Nature and 
Causes of the Wealth of Nations. By Adam Smith. Edited, with 
an Introduction, Notes, Marginal Summary, and an enlarged Index. 
By Edwin Cannan, 1904. An economic historian writes of it : 
“the editing is peerless, as are the introduction, the running 
analysis, the square bracket notes, and the additions to Adam 
Smith’s own index.” A preliminary to this major work was 
the editing in 1896 of Adam Smith’s lectures from manuscript 
notes made by a Glasgow student. Also two letters of Adam 
Smith were published with notes in 1898. 

Cannan’s own library contains a collection of eighteenth and 
early nineteenth century economists’ writings, used for the 
edition of Adam Smith and The History of Theories. It is said 
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that he had all the editions of the Wealth of Nations down to 
about 1900, and all the important editions of most other writers 
of the period. The complete Library has very generously been 
presented by Mrs. Cannan to the London School of Economics, 
where the main collection will be kept under his name. 

A complete list of the papers on various economic topics 
written or published before the War would be very extensive. 
A selection of them was issued in book form in 1912, under the 
title The Economic Outlook. The book does not, however, contain 
any papers on the growth of population, his interest in which is 
first shown in his earliest contribution to the Economic JOURNAL : 
“The Growth of Manchester and Liverpool, 1894.”” In 1895 he 
wrote a paper very remarkable for its statistical foresight, entitled 
the ‘‘ Probability of a Cessation of the Growth of Population of 
England and Wales during the Next Century,”’ read at the Ipswich 
meeting of the British Association and published in the Economic 
JOURNAL. It was based on the assumptions that the rate of 
mortality and loss by migration would remain constant for each 
age group, and on the working hypothesis that the birth-rate 
reckoned on the number of persons between the ages 20 and 40 
would fall from 10 per cent. as it was then to below 8 per cent. in 
1921, and thereafter remain stationary. On these assumptions 
the population would reach a maximum of rather over 37 millions 
about the year 1995 and there remain. The thesis did not depend 
on the numerical accuracy of the forecast, but on the perception 
that without any violent changes a cessation of growth was 
probable. There have been violent changes, and now it is held 
that the stationariness is near at hand at a figure a little higher 
than that just named. I may interpolate that the hearing of 
this paper was at my first introduction to Cannan, and that I 
used the diagram that illustrated it—the only one that I have 
found in his writings—as a model of graphic representation in 
lectures for several sessions. The paper was to some extent a 
by-product of his continual criticism of the Registrar-General’s 
statistics; this found its main vent in the only paper he con- 
tributed to the Royal Statistical Society (of which he was a 
member from 1889), entitled ‘‘ Demographic Statistics of the 
United Kingdom : their want of Correlation and other Defects.” 
This paper is said to have “ fluttered the dovecots of the permanent 
officials by its outspoken damnation of their failings.”’ 

In Who’s Who (1905) Cannan’s recreations are stated as 
“ Cycling since 1888, history of English roads, municipal govern- 
ment, demographic statistics, and (formerly) correspondence with 
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government departments.” All these “‘ recreations ”’ were taken 
very seriously. What is sometimes called the theory of population 
was an essential part of his economic teaching. His first statement 
of an ‘‘optimum ”’ population was in 1888. ‘ At any given time 
the population which can exist on a given extent of land, con- 
sistently with the attainment of the greatest productiveness of 
industry possible at that time, is definite ’ (Elementary Political 
Economy, p. 22). The more developed ideas of the relation of 
population to area are found in one of his two last published 
writings, a review of The Ministry of Labour's Reports—(on) 
Distressed Areas, Economica, February 1935. 

Similarly, the recreation of municipal government was 
interpreted not only in his History of Rates but also in very serious 
work as Member for the University of the Oxford City Council 
for some years. At the time of his death he was actively engaged 
in fighting the battle of a new working-class estate, the inhabitants 
of which had been shut off from the main road by a wall built by 
a speculative building company. 

In the War period his writings are principally on currency and 
prices. They are so recent, and so easily accessible in Money : 
its connection with rising and falling prices, 1918, fifth edition, 
1924, and in the series of letters and articles in An EHconomist’s 
Protest, 1927, that there is no need to describe them here. But 
it should be said that he held to the “cloak-room ” nature of 
bank credit to the last. 

The last article published by him was, however, of a different 
nature. In “'The Existing Economic System” (The Highway) he 
argues that we have gone a long way from laissez-faire, and the 
system “is making great progress towards the economic ideal of 
distribution according to need without sacrificing production.” 

Since in the London Essays in Economics, 1927, a Festschrift 
by eleven of Cannan’s former students, most of whom were 
themselves teachers of Economics, the papers by Dr. Dalton and 
Professor Gregory sum up Cannan’s general contributions to 
Economics and his more recent monetary theory, it is unnecessary 
to make any attempt to do so here. But something may be said 
about his general method of approach. From the first to the 
last the object of his teaching and writing was to apply the 
criticism of common sense, couched in non-technical language, 
to economic theory, without respect of persons and without 
acceptance of any formule. A few phrases from An Economist's 
Protest illustrate this. ‘‘ Ordinary language, which is the most 
important language” (p. 221). “‘I never—insinuated—I said 
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point-blank ” (p. 114). “‘ We had not then become convinced 
that nothing in economics can be both simple and true ”’ (p. 256). 
** Much of the trouble arises from the fact that some of us don’t 
want to write really elementary stuff, and those who do can’t 
do it intelligibly. Consequently there is no popular compre- 
hension of how we actually live” (p. 409). “‘I hope what I 
shall say is true; but as for newness, I can only be like the 
candidates for Ph.D. degrees, who when their supervisor says, 
‘I can’t see that you are discovering any new facts,’ plead, 
‘But don’t you think I might be held to have exercised inde- 
pendent critical power ?’”’ (pp. 417-18). ‘‘ In the rude language 
of everyday life, a big well-distributed and steady income is 
better than a small ill-distributed and violently fluctuating 
income, especially if the fluctuations fall chiefly on the poor. 
Must we read 108 pages to make sure that we are right in 
believing this? ”’ (p. 267). 

This outspokenness and his inability to “ suffer fools gladly ” 
tended to make enemies of those who did not know him personally, 
and perhaps his reiterated destructiveness tended to lose effect. 
But in fact his criticisms of the older writers were constructive 
and based on full appreciation of their importance. He devoted 
many years to the exact interpretation of Adam Smith; he 
named his son David (I believe) after Ricardo. He was on 
terms of intimacy and friendship with most living economists 
in the United Kingdom and to a less extent in America, and they 
understood his attitude. If one was fortunate enough to be 
approved, one was sure that an argument put forward was sound 
and satisfied the criterion of common sense. “ Let the righteous 
smite me; it shall be a kindness: and let him reprove me; it 
shall be an excellent oil, which shall not break my head.” This 
is the authorised version of Ps. cxli. Some of the sufferers 
from his criticism, however, thought rather of the Prayer Book 
version, ‘‘ let not their precious balms break my head.” 

In furtherance of his desire to express himself clearly in the 
vulgar tongue, Cannan never used an algebraic formula or diagram 
in his published work; the only exceptions that I have found are 
in the population diagram already named, and in a quotation 
from Keynes (Protest, p. 387). The words he supposed Adam 
Smith to utter may or may not have expressed his own view :— 
“The very ingenious speculations of Mr. Jevons, Mr. Marshall, 
Mr. Edgeworth and others, who have introduced a sort of algebra 
or geometry into the science of political economy. The followers 
of that system are very numerous; and as men are fond of 
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appearing to understand what surpasses the comprehension of 
ordinary people, the cypher, as it may be called, in which they 
have concealed, rather than exposed, their doctrine, has perhaps 
contributed not a little to increase the number of its admirers ” 
(Protest, p. 334). 

It may be doubted whether Cannan was not one of the 
ordinary people of this quotation. In his article ‘‘ Total Utility 
and Consumer’s Surplus” (Economica, Feb. 1924, pp. 23-4), 
he writes of what is, in fact, an ordinary demand curve, “a 
method which involves, not a single hypothesis, but an indefinite 
number of different hypotheses, each of which is inconsistent with 
all the others as well as with the actual facts.”’ ‘‘ Inconsistent 
hypotheses which no one would ever have thought of if it had 
not been suggested by the ‘ space ’ which happens to be included 
under the curve of a demand schedule.” 

Whether from want of comprehension, or of deliberate choice, 
in the Review of Economic Theory there is no statement of the 
formula of the measurement of elasticity, marginal utility is not 
expressed as a limit, equilibrium is not named—at least in the 
index,—there is no reference to Pareto, not even to his “law ”’ 
of income distribution. He could effectively criticise the results 
obtained from mathematical analysis if they offended the 
criterion of common-sense, but it is doubtful whether he followed 
the arguments which led to them. He followed Ricardo (History 
of Theories, pp. 323 seg.) in cumbersome arithmetic without 
arriving at a proof of the conditions under which Ricardo’s doctrine 
of money rent were valid. 

To return to more personal matters—Cannan was elected a 
member of the Oxford University Political Economy Club in 
1893, was an active member of it for the rest of his life, and 
tided it over some difficult periods. He was a member of Council 
of ‘‘ The British Economic Association,’ now The Royal Economic 
Society, from 1897, and its President in 1932-4. His lifelong 
interest in the Economic Section of the British Association began 
with membership in 1890. He was a secretary of the Section 
from 1894 to 1898, then recorder till he was elected President in 
1902, an office which he again held at the Centenary Meeting 
in 1931.1 He twice attended its meetings in Canada, and on 
the second occasion (1924) visited the United States. Otherwise, 
except for a lecture tour in South Africa after his retirement, he 
seldom went abroad. Partly owing to his residence at Oxford, 


1 Subjects: ‘‘ The Practical Utility of Economic Science,’’ Belfast, 1902; 
‘“* The Changed Outlook in Regard to Population,’’ London, 1931. 
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he refused to be nominated for membership of the London 
Political Economy Club. 

He was granted the honorary degrees of LL.D. (Glasgow) and 
Litt.D. (Manchester). 

Cannan as a writer and Cannan as a friend or teacher were 
at one time the same and different men. His exactness of state- 
ment and of detailed knowledge was as manifest in relation to the 
roads of Great Britain and the history of real property in Bourne- 
mouth as in the texts of the Wealth of Nations. The personal 
expressions of his opinions of some economists were equally definite. 
But his helpfulness to all, especially the unassuming, his readiness 
in every minor emergency whether in Committee or on the high- 
road, the sense of trustworthiness and loyalty, were familiar only 
to his associates. When I first met him at the Ipswich meeting 
of the British Association in 1895, he was with two other bicyclists, 
Edgeworth and Gonner. There was no sign of his earlier 
illness; he was at any time prepared to ride a hundred miles, 
and the story is told that when he failed to find a book at the 
Bodleian, he merely said ‘“‘—then I must go on to the British 
Museum.” During the General Strike at the age of 65 he rode 
to and from London to lecture; but soon after that date he 
bought his car, familiarly known as “Lucy,” in which he 
continued his recreation of the study of English roads and the 
inaccuracy of their milestones. For thirty years I expected to 
meet him wherever I was in England, Scotland or Ireland, by 
punctual appointment at some sign-post, equipped if necessary 
for the night with his luggage in a large envelope marked On His 
Majesty’s Service. Bicycling and gardening were his only forms 
of exercise. He never walked if he could bicycle, even to the 
nearest letter-box. To many people he is identified with the 
School of Economics in the years before the War, where he always 
seemed in Common Room and in Committee to carry in himself 
the essential life and character of the Institution, the activities 
of which were not so widely spread then as they are now. But 
a host of others will remember him best at his house at Oxford 
seated in his unique library, approached past an inch ordnance 
map of the roads fifty miles round Oxford. But it is idle to 
attempt to describe his strong personality to those who did not 
know him, or to express the sense of irreplaceable loss. 

A. L. BowLry 
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A StupeEnt’s RECOLLECTIONS OF EDWIN CANNAN 


By the time I came to the School Cannan had given up 
lecturing on Elements, so that although we conned over his 
Wealth for the intermediate examination and heard countless 
legends of his prowess, he was little more than a name to students 
in their first year. A picture of a short, bearded man in exceed- 
ingly shabby clothes threading his way through the refectory to 
his seat at high table is the chief impression left on my mind from 
that period. ‘ 'That’s old Cannan,” we would whisper to each other. 
The familiar “‘ Edwin” only came when one had sat in his classes. 

But in the second and third years he dominated our horizon. 
Why he did so and how he did so it is extraordinarily difficult to 
say. Yet no one who ever sat under him would deny it for a 
moment. Certainly he was not a good lecturer, at any rate in 
the ordinary sense of the term. He could deliver a very lucid 
and popular lecture when he set himself to do so, as his presidential 
addresses to the R. E. 8. have demonstrated. But his normal 
lectures on Principles were not of this quality. It was not always 
possible to hear him. His delivery was never fluent and he had a 
habit of talking into his beard which made parts, and often the 
most important parts, of his lecture almost inaudible unless you 
were sitting in the first two rows. Moreover, they were not 
arranged with a view to the convenience of beginners. Cannan 
took great trouble preparing them, and when he came to write 
his Review of Economic Theory he was able to transcribe large 
chunks often without great alteration. But they went straight 
to the point whether simple or difficult. There was no pre- 
liminary statement of what he proposed to do. No summary of 
what he had done. He expected you to find that out for yourself. 
I well remember my first lecture with Cannan. For some reason 
or other he was wearing his doctor’s cap: he was the most in- 
formal of men regarding the proprieties, but from time to time 
inexplicably the cap would make its appearance, and this was one 
of the occasions. The cap was perched at a jaunty angle on his 
head and his mood was in harmony with the cap. The lecture 
dealt with the Physiocratic theory of distribution. Cantillon, 
Mercier de la Riviére, Dupont de Nemours, Quesnay, all pro- 
nounced in a highly anglicised manner (no phonetics could possibly 
reproduce the flavour of Cannan’s French), rapidly appeared on 
the stage without any preliminary comment. Passages were 
read aloud, much too rapidly for assimilation and annotation. 
One gathered that the passages were absurd but that it was 
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important that they had been written. Followed a lengthy and 
not always audible discussion of the derivation and uses of the 
word distribution. All sorts of people had used it in different 
senses. It was not quite clear at the time which sense the 
lecturer favoured. Andsoon. I was in complete despair and so 
were the rest of us who were beginning. But the third-year 
people who had already had a year of it appeared to be highly 
edified. So spurred by emulation with them, and encouraged by 
Mrs. Knowles, who confided to us that she had suffered a similar 
ordeal herself (‘‘ You can’t understand a thing he says at first, 
but gradually you see he’s talking very good sense ’’), we kept on. 
It was not easy. At the end of a term and a half I was still 
hors de combat for half the lecture, although I had by then learnt 
the trick of getting in the first two rows with the third year élite 
and I could thus usually hear what he was saying. But in the 
Easter Vacation I borrowed Benham’s notes, collated them with 
my own, copied out the passages from the classics I had missed 
and wrote the whole thing out up to date in longhand. Then 
daylight began to appear. By the third year those of us who had 
survived had the hang of it completely. We hung on every word, 
and woe betide the beginner or the outsider who said a word 
against him. We knew! 

Cannan’s lectures in those days were spread over two years. 
One year he dealt with Production, the next with Distribution. 
The Distribution lectures, in fact, assumed a considerable know- 
ledge of the theory of production, and those who came in half- 
way through like myself found some difficulty in catching up. 
But he had strong views concerning the utility of the arrangement. 
It kept him fresh, since he didn’t do the same thing every year. 
As for the students, if they had anything in them they soon 
picked it up. This sturdy assumption that he was catering for 
first-class students only was very characteristic of the tone of the 
lectures. Cannan never recommended any books. But he 
expected that we should read all that mattered. Turn a good 
man loose in a well-stocked library and he’ll find his way about 
quickly enough, was his motto. Certainly it made us work. By 
the end of the second year most of us, specialists or non-specialists, 
had read, or at least sampled, Smith, Ricardo, Senior, Jevons, 
Marshall and Bohm Bawerk, which I fancy is a good deal more 
than is read by the present generation of students. There was 
nothing he despised more than spoon-feeding, and one of his most 
devastating reviews was of an American compilation of selected 
passages from the best authors. 
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But it was not only through his lectures that Cannan exerted 
his tremendous influence. Once a week he held classes, nominally 
for specialist students, but in fact open to all who cared to come. 
(It is an interesting fact that most of his students who have 
subsequently attained distinction as professional economists did 
not start as economic specialists but rather gravitated towards 
economics in spite of their specialist preoccupations with other 
options, fascinated not only by the technique, but by the outlook 
of the man who taught it.) There was nothing very novel about 
the technical procedure of the classes. Cannan would give out 
subjects for papers, and at the appointed dates the papers would 
be read out aloud and criticised. But the mode in which they were 
conducted was like nothing ever seen before or since. Cannan 
would usually sit sideways on an armchair, his legs over one arm 
and his head cocked up backwards so that his beard often seemed 
pointing to the ceiling. He very seldom made any formal intro- 
duction to the paper and his comments were often restricted to 
questions : “‘ Why did you say that, Mr. So-and-so? ” or to the 
negative, “‘I doubt whether there’s much in that,’ often pre- 
ceded by a sort of humming noise which seemed to come from 
the top of his impressive head. If he did say more, it was usually 
to relate some homely story, illustrative of some point raised 
either in the paper or in the subsequent discussion. But the 
effect was out of all proportion to the words used. Nobody ever 
heard Cannan angry. He was, in fact, the sweetest and gentlest 
of men. But we approached the classes in sheer terror lest we 
should let the standard down and incur one of those devastating 
glum silences. I have never witnessed any process of debunking 
which had a fraction of the efficiency of those classes. A foreign 
student who had been long enough at the School to know better 
once read a paper on some aspect of industrial fluctuations. It 
commenced with an interminably verbose methodological intro- 
duction on the subjectivity of time, with a lot of very irrelevant 
and pretentious stuff about relativity. Those of us who knew our 
Cannan hugged ourselves with anticipation. At last there was a 
premonitory hum from the chair. The beard tilted if anything 
even more upwards. ‘“‘ Look here, Mr.—all this may be true 
enough, but that piece of machinery on the wall,” pointing to the 
clock, ‘‘ keeps on going round. If you don’t pay attention to it, 
we shall never get to the subject.” 

Time goes on and much progress has been made in different 
departments of our Science since those days. Some of the things 
which Cannan taught us have been refurbished in new terms. 


E 
d 
it 
r 
y 
y 
r 


396 THE ECONOMIC JOURNAL [JUNE 


Others, I think, though much remains, have perhaps even been 
shown to have been wrong. I have often asked myself—What was 
it which Cannan gave us which makes all of those who came in 
contact with him regard his teaching as perhaps the most import- 
ant influence in their lives ? 

I do not think it was the critical spirit. There is no doubt 
that Cannan had the critical spirit in a very high degree and 
communicated his own detachment and lack of respect for 
authority as such to most of his pupils. But it would be a great 
mistake to regard this as his most important attribute. Indeed, 
I am sure this side of his influence may be exaggerated. It is 
quite true that his lectures were sprinkled with apparently irrever- 
ent references to authority. The mistakes of the great, from 
Ricardo to “ Old Marshall,” were certainly not lovingly covered 
over,! and it is possible that to outsiders this may have given the 
impression of a spirit which was mainly critical. But it was not 
so. It was a case of “whom he loveth he chasteneth.” The 
Principles of “‘ Old Marshall ”’ stood ranged on his shelves from 
the first to the eighth edition—I think there was a gap round 
about the fifth or sixth—well thumbed and collated ; and although 
Cannan never tired of assailing what he thought was uncritical 
acceptance of Marshallian doctrines, yet woe betide the student 
who did not take pains to make himself acquainted with the work 
of the Master. It is no accident that to-day at the School of 
Economics, Marshall is read and taught as nowhere else but at 
Cambridge. Nor was it different with the others. In his 
published work he was always particularly hard on Ricardo, to 
whose work I am bound to say in some places I think he some- 
times did less than justice. But I well remember the reply when 
one day I asked him whether a fascination with Ricardo and the 
Ricardian literature was not really an acid test of whether an 
economist had the root of the matter in him. ‘Hum! You 
do get a sort of affection for him in spite of all his muddles.”’ 

Nor do I think the debt consisted chiefly in the actual things 
he taught us. There can be no doubt that the sixty-lecture 
course with its broad conspectus of the best of economic thought 
up to Marshall with Cannan’s own positive and critical comments, 
was a magnificent training in general economics, catholic and 
precise, at once a safeguard against immersion in the doctrines 
of any particular School and neglect of doctrines which already 
had been discovered. And no one who sat under Cannan could 
fail to feel that Economics, however abstract and general its 

1 There was always much more tolerance for Adam Smith. 
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initial propositions, was a science with the most intimate bearing 
on the great problems of human welfare. He criticised in detail 
the work of the classical economists, but something of the broad 
sweep of their system informed his own view of the economic 
process as a whole. 

But it was not the positive content of what he taught which 
gave his teaching what one feels is its lasting value, so much as the 
attitude from which it sprang. Cannan was a great systematiser 
of knowledge. But he was not a system maker. What he com- 
municated was not so much a body of doctrine as a technique of 
approach—a sense of proportion—an obligation to attempt to 
get things in their proper perspective. I am far from suggesting 
that those of us who sat under him have all profited from this as 
we should. But I do not think that it can be possible for any of 
Cannan’s pupils ever to become completely immersed in any 
particular investigation without at some time hearing at the back 
of his head the friendly ‘‘ But what does it all mean if you look at 
it broadly?’ It was this attitude, I think, which explains his 
attitude to modern analytical economics. It has been said 
recently that he had no sympathy with these developments. 
This, I think, is much too strong. Cannan had no objection to 
analysis in the hands of people whom he thought to have a 
proper sense of perspective, though he may sometimes have 
thought that they spent too much time on it. But he did insist 
that when the mathematics were all over the question should 
be asked, “‘ What does it mean in economic terms? How im- 
portant is this in helping to understand reality?’ For the same 
reason, he was impatient with what he regarded as over-preoccu- 
pation with exceedingly short-run effects. What he wanted to 
know was the secular influence, the long-period trend of the big 
causes. This is no doubt an unpopular attitude in our hectic 
and precipitate age. But who can doubt that, if the world is to 
live, it must once more come into its own ? 

There is another aspect of Cannan’s influence which ought 
not to pass without notice—his internationalism. He says 
somewhere that he had tried to be a good mundane economist, 
and everything he did justified this claim. In many respects 
Cannan was a very typical Englishman. He enjoyed travel, but 
all his love and interest were reserved for his own countryside. 
Certainly he shared to the full the Englishman’s almost naive 
capacity for seeing the comic side of foreign habits. But he had 
no use for the business of frontiers and he regarded civilisation 
as one. So great indeed was his contempt for the belief that 
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there was any difference between trade within and trade across 
frontiers that he always steadfastly refused to lecture on inter- 
national trade and rather ostentatiously chose his examples of 
inter-regional exchange from counties rather than countries.! 
It was one of his boasts that throughout the War he kept the 
portrait of Karl Menger hanging on the wall of his room at 
the School; and when the War was over he refused to write at 
any length on the transfer problem, fearing that the exposure 
of the economic fallacies, which were often involved in the argu- 
ments against even a moderate reparations settlement, might 
seem to give approval to the draconian clauses of what he re- 
garded as an unjust peace. I often think, when I am told of 
American or Continental accounts of totally mythological feuds 
between London and other English universities, that our differ- 
ence from other seats of learning can be greatly overstressed. 
But if there is a difference between a Cannan man and others, 
it is, I think, that he will perhaps feel a greater instinctive disgust 
than most at discussions in terms of the desirability of this or that 
limited advantage for this or that national area—a greater sense 
of betrayal at the spectacle of economic analysis in the service of 
economic nationalism. It can be urged (I think rightly, although 
Cannan would have disagreed) that this attitude springs, not 
from Economics as such, but from Social Philosophy. But I do 
not think it is a reproach to Cannan that besides being a great 
teacher of Economics in the narrow sense, he was also a social 
philosopher of the lineage of David Hume, Adam Smith and 
Bentham. And I do not think that many who worked with him 
will be discontented in that faith to live and to die. 
LIONEL ROBBINS 


Sir Henry CuNnYNGHAME 


THE death of Sir Henry Cunynghame on May 3rd, 1935, in 
his eighty-seventh year, takes from us the first in the long succes- 
sion of Alfred Marshall’s favourite pupils, one of outstanding 
gifts and of considerable accomplishment in the early days of what 
he called “‘ geometrical economics.” 

Cunynghame, who came of military and legal stock, the son 
of a general and grandson of a Field-Marshal (Viscount Hardinge), 
descended on the one side from Lord Chancellor Thurlow and on the 


1 He once said to me: ‘‘C. K. Hobson’s book on the Export of Capital is 
one of the best things ever done at the School. But I wish he’d never written 
it. Ever since it appeared people have been worrying themselves to count up 
things which went on quite all right when they were left alone.”’ 
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other side from Lord Chancellor Camden, wavered at first between 
the two hereditary influences, and joined the Royal Engineers 
before he decided to come to Cambridge with a view to the Bar. 
In 1870 he entered St. John’s College and, reading for the Moral 
Sciences Tripos, came immediately under the influence of Alfred 
Marshall, who had been lately appointed to a lecturership in 
Moral Science in the College, and of H. S. Foxwell of the same 
College, who was Senior Moralist in that year. Cunynghame 
was second Moralist in 1873,1 the year after Cunningham and 
Maitland were bracketed senior, the year before James Ward 
was senior and two years before my father, J. N. Keynes. He 
was probably the first to whom Marshall’s drafts on the Pure 
Theory of Foreign Trade and Domestic Values were communicated.? 
When in 1904 Cunynghame was writing his book on curves, 
Marshall wrote to him to remind him of the history of the old 
Foreign Trade curves on which he had been brought up. ‘“‘ This 
is long,’ Marshall’s letter concluded, “‘but I do not apologise. 
For it takes us back to those queer rooms with the little windows 
close to the floor, from which I used to look out on noble elms, 
and in which I used to see some faces that I still love very much : 
and to one of these this is sent by a worn-out old pedagogue 
Alfred Marshall.” 

The impression produced on Cunynghame and the stimulus to 
his thought were enduring ;—nearly twenty years later he was 
the author of the first article on mathematical economics to be 
published in the newly founded Economic JourNAL (1892), 
and thirty years Jater (1904) he published his Geometrical Political 
Economy. Mrs. Marshall writes to me thus, recalling those days :— 


Henry Cunynghame was a favourite pupil of Alfred’s in the 
early seventies. The first time I heard of him was when Alfred 
told us in lecture that, to his surprise, Cunynghame was not Senior 
Moralist, but only second. Later on the then Master of St. John’s 
told me how he often saw Alfred and Cunynghame sitting side by 
side on the steps of the New Buildings cloisters absorbed in economic 
discussion. After his degree he often came to visit us, and he always 
seemed to be boiling over with enthusiasm about Economics or any 


1 A. T. Lyttelton, afterwards Bishop of Southampton and Master of Selwyn, 
being Senior. 

2 Cunynghame records in his Geometrical Political Economy, p. 9, that ‘in 
1870 Professor Marshall had shown to his students the demand and supply curves 
in a form very similar to those set out by Fleeming Jenkin,” i.e. nine years before 
the Pure Theory was privately printed. Jenkin’s papers were in 1870 and 1871, 
whilst Walras’s first published work was in 1874. 

3 Memorials of Alfred Marshall, p. 45, where three letters from Marshall to 


Cunynghame are printed. 
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other subject in which he happened to be interested, and his flow of 
talk was astonishing. I can perfectly recall him—rather broad and 
stout with a big and bullet-shaped head and a smiling rosy face 
beaming with good humour. He was thoroughly unconventional. 
I remember walking along the Backs with him one Sunday when he 
wore his top hat on the back of his head and smoked a pipe, a pro- 
ceeding which in the eighties was hardly considered proper in 
Cambridge. During the seventies he invented a machine for Alfred 
which enabled him to draw a series of rectangular hyperbolas which 
he made great use of in his chapter on monopolies. 


The machine, which Mrs. Marshall mentions, for drawing 
rectangular hyperbolas on the black-board, was famous there- 
after to forty generations of undergraduates attending Marshall’s 
lectures. It was communicated to the Cambridge Philosophical 
Society along with Marshall’s first original contribution to 
economics (and his second appearance in print)—‘‘ Graphic repre- 
sentation by aid of a series of Hyperbolas of some Economic 
Problems having reference to Monopolies,’ Proceedings of the 
Cambridge Philosophical Society, Oct. 1873.1 

After leaving Cambridge, Cunynghame’s avocations were 
incredibly various. Having written a successful treatise on Patent 
Law, he slowly found his way from the Bar into the Civil Service, 
vié a remarkable succession of secretaryships of Committees and 
Royal Commissions. One of his outstanding achievements was 
the foundation of the London Polytechnics as a result of his 
appointment in 1884 as Assistant Commissioner to distribute 
the funds of the City parochial charities. Another was his 
chairmanship of the Royal Commission on Coal Mines (1906), 
which resulted in the Coal Mines Act of 1911. The Times relates 
that :— 


The Commission was impressed with the ability, if it was some- 
times bewildered by the vagaries, of its chairman, who toured Great 
Britain from end to end and went up and down every kind of mine, 
in every kind of queer clothes, testing for himself the varied condi- 
tions under which the miner works. 


He was a Special Commissioner to inquire into the affairs of 
British Guiana in 1880, secretary to the Parnell Commission in 


1 Cf. Marshall’s Principles, Preface to Ist edition, p. xi, footnote: ‘‘ Mr. 
Henry Cunynghame, who was attending my lectures in 1873, seeing me annoyed 
by being unable to draw a series of rectangular hyperbolas, invented a beautiful 
and original machine for the purpose. It was shown at the Cambridge Philoso- 
phical Society in 1873; and, to explain its use, I read a paper, in which I described 
the theories of Multiple Positions of Equilibrium and of Monopoly Values very 
nearly as they are given below’’ (Book V, chs. v and viii). 
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1888, secretary to the Behring Sea Arbitration in 1892, secretary 
to Lord Bower’s Committee on the Featherstone Riots in 1894, 
British representative on various foreign commissions in France 
and Germany, and a member of the Royal Commission on Acci- 
dents to Railway Servants (1899), of the Royal Commission on 
Food Supply in times of War (1903), and of numerous other 
Commissions. In 1894 Mr. Asquith appointed him Legal As- 
sistant Under-Secretary at the Home Office, a post which he held 
for twenty years. The writer of The Times obituary has summed 
up his occupancy of this office as follows :— 


It may be doubted whether any important official position has 
ever been held by an odder or, in some ways, a more remarkable 
personality than Cunynghame. Of his cleverness there never could 
be any doubt, though the routine of a public department was hardly 
the best field for its display. There appeared to be no subject of 
which he had not at least a working knowledge, and certainly none 
of which he was not prepared to talk at large. He was a practical 
electrician, and at one time had been vice-president of the Institution 
of Electrical Engineers; in his house were installed a laboratory and 
workshop; and official interviews would be enlivened with dis- 
quisitions upon Hegelian philosophy and analogies drawn from the 
novels of Balzac (the plots of which he seemed to know by heart), 
the medieval Schoolmen, or indeed any other branch of literature or 
learning upon which his nimble intelligence had recently been 
engaged. The story goes that when “ phossy-jaw,” contracted in 
the manufacture of matches, was engaging the attention of the Home 
Office, Cunynghame announced that he had himself discovered and 
manufactured a non-phosphoric safety match. A meeting in the 
Home Secretary’s room was accordingly arranged for the testing of 
this invention, but the future prospects of the Cunynghame match 
went up in the smoke of the explosion that ensued. On another 
occasion, when the prevention of miners’ phthisis was the subject 
of inquiry by the Royal Commission on Mines, he astonished his 
colleagues by the production of a model man on a large scale which 
he had made in his own workshop, showing the working of the throat 
and lungs and how dust was absorbed into the system. These 
incidents are typical of this unconventional public servant, who, with 
his wide learning and practical knowledge of many departments of 
life, might, if he had concentrated more, have been one of the great 
departmental heads of his generation. As it was, his official career 
was less successful than that of many of his intellectual inferiors, 
and to his disappointment he was not made head of the Home Office 
when Sir Mackenzie Chalmers retired in 1908. 


However this may be, such men as Cunynghame are the honour 
and glory of the British Civil Service. 


UNE 
wof | 
and 
face | 
nal. 
nhe | 
pro- 
r in 
fred 
hich 
ing 
| 
calf 
to 
re- 
nic 
the 
ere 
nt 
ce, | 
nd 
nis 
ite 
1is 
5), 
es 
at 
le, 

li- 

of 

in 

r. 

al 


402 THE ECONOMIC JOURNAL [JUNE 


It remains to add that, amongst his hobbies, he was a 
draughtsman, an enameller, an authority on clocks, and an 
Hegelian, being the author of Art-Hnamelling upon Metals, 
European Enamels, Etching by Electricity, Time and Clocks. 
Short Talks on Philosophy and a book on electric lighting. 

His contributions to economics of which I have found record 
are the following :— 


(1) ‘A Machine for constructing a series of Rectangular 
Hyperbolas with the same Asymptotes,”! Proceedings of Cam- 
bridge Philosophical Society, Oct. 1873. 

(2) Ten lectures at Toynbee Hall under the auspices of the 
London Society for the Extension of University Teaching on 
“The Political, Social and Industrial Condition in England,” 
probably about 1883, of which there is a printed analysis, re- 
printed from The Charity Organisation Reporter, in a volume of 
pamphlets in the Marshall Library. 

(3) “‘Some Improvements in Simple Geometrical Methods of 
Treating Exchange Value, Monopoly and Rent,’ Economic 
JOURNAL (1892), Vol. II, p. 35. 

(4) ‘‘ The Effect of Export and Import Duties on Price and 
Production Examined by the Graphic Method,” Economic 
JOURNAL (1903), Vol. XIII, p. 313. 

(5) A Geometrical Political Economy, Being an Elementary 
Treatise on the Method of explaining some of the Theories of Pure 
Economic Science by means of Diagrams, pp. 128, Oxford at the 
Clarendon Press, 1904. 

(6) Presidential Address to the Economic Science and Statis- 
tical Section of the British Association, 1912, Statistical Journal 
(1912-13), Vol. LX XVI, p. 88. 


An excellent course could be delivered to-day from the notes 
of the Toynbee Lectures of 1883, written by an economist who, 
as all economists should be, was also a moral scientist. Two 
prescient passages may be quoted :— 


Some persons seem fondly to imagine that by keeping a people 
ignorant they can avoid revolutions. The very reverse is really 
the case. . . . The lesson that the property and lives of the rich 
are at the disposal of the poor is one that requires no knowledge 
of letters to learn. In fact, the most ignorant populace acquires 
it the most easily ; and the barbarity shown by the Russian peasant 
in removing the hated Jews from Russia augurs ill for the posses- 
sors of large estates and distant castles when the Russian peasant 
shall acquire his first notions of the “ rights of man.” 


1 Only the title is printed. 
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At present the socialism preached in England is very sorry 
stuff, resting, as I think, on prejudices and fallacies; but I will 
venture to predict that much more will yet be heard upon this 
subject in the years to come. 

Meantime, until these and other theories can be placed on a 
firmer footing, I would recommend their being treated as men of 
science treat hypotheses—to be received with doubt, and not 
acted upon. 

The task for us Englishmen of to-day is to do the work that 
lies to our hand; to educate the rising generation; to root out 
jobbery; to support justice with all our strength, and endeavour, 
in the wisest way we can, to relieve distress and improve the social 
and moral condition of our country. For clearer theoretical views 
on social subjects, I think it is safer to wait, nor mistake our 
farthing rushlight of opinion for the dawn of day. 


The most important and original of his writings is the article 
published in the Economic JouRNAL in 1892, which should be of 
great interest to the historian of the development of graphical 
methods. The article is packed with matter. I select the following 
points for illustration :— 

(1) Cunynghame begins by emphasising his preference for 
graphical over algebraic methods, on the ground that in economics 
we are not, as a rule, dealing with functional relationships, 
strictly speaking, in the sense that, if f(x) =y is the Supply 
Function, there exists a function f which enables us to predict the 
shape of the curve throughout its length, but with a de facto 
statistical relationship. He argues that, if we use a graph, we 
are not so likely to overlook this fact as if we write down a bogus 
analytical function f. There is obviously great force in this, and 
it is worth calling to the attention of contemporary writers. 

(2) He tries to grapple with the fact that the Demand Curve 
is not, in general, independent of the Supply Curve, by means of 
a device which he calls ‘‘ successive utility curves,” corresponding 
to different states of supply. This is an ingenious pioneer attempt 
at dealing with the essentially three-dimensional character of 
the phenomenon. 

(3) Similarly he introduces the notion of “ successive supply 
curves ”’ to allow both for the fact of increasing cost in the short 
period and for the fact of decreasing cost in the long period. His 
treatment is partly confused, and not entirely satisfactory, but it 
is notable as an early attempt to explain the possibility of pro- 
ducer’s surplus in what is commonly regarded as an industry 
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subject to increasing return. It is the earliest attempt to deal 
rigorously with the paradoxes of increasing return. 

There is much else in the article which, like everything he wrote, 
is beautifully lucid and sometimes brilliant. The following passage 
may be quoted as an example of the play and fancy of his mind :— 


The accumulation of capital always ultimately adjusts itself to 
existing circumstances so long as it is permitted and the laws 
continue certain. The only way successfully to attack the accumula- 
tion of capital without resorting to communism, is either periodi- 
cally to confiscate and redivide it at death or otherwise, or else at 
uncertain and unexpected times to confiscate the whole or a portion 
of it by law. The former of these methods is in use in France, the 
latter has been done with some effect by means of so-called witchcraft 
trials by the Zulus. For their theory is that no one who has ab- 
normal wealth can have acquired it fairly. He is therefore executed, 
and his property transferred to the Crown. The success of such 
attempts, however, whether made by public democratic bodies, or by 
autocratic governments, depends upon inducing persons to sink 
their capital in fancied security, and then suddenly to seize it, using 
at one time the support of manufacturers against the landowners, 
and at another uniting the landed interest in an attack on capital 
sunk in industrial undertakings. This method if systematically 
pursued would probably ultimately place capital in the hands of 
financial syndicates, who, by the rapidity of their movements, would 
defeat and confound the slow operation of statutes and would render 
needful an occasional measure of wholesale confiscation, and perhaps 
of expulsion, as in the case of the Jews in Russia. 


It is interesting to record that this article was visited with 
severe displeasure on the part of Marshall, as appears in an un- 
published correspondence between Marshall and Edgeworth 
(March 26 and 28, 1892). The “successive utility curves” 
Marshall was prepared partially to accept and writes :— 


I should call them ‘temporary’? demand curves, the term 
“temporary ” being carefully distinguished from “ short-period,” 
a technical term used for a special purpose which is quite distinct 
from that which Cunynghame has in view. It is a free country. 
I deliberately decided that temporary demand curves (as contrasted 
with normal demand curves whose shape could be shifted if need 
be) would not be of any practical use, and that they would encumber 
the reader and divert his attention from more important things. 
I have discussed the notions which they represent. 


(Here follow a number of references to the Principles.) 
But the ‘‘ successive cost curves’’ Marshall would not have at 
any price,— 
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I do not know what they are. I know others thought highly of 
them, and put in a note acknowledging them as fully as I could 
without committing myself to saying I understood them. . . . When 
I read his article I knew I did not understand them, and thought he 
did not. I then wrote to him, and I have now no doubt in my own 
mind that he does not. He is quick, but impetuous, and all 
through his life has constantly supposed himself to know what he 
means when he does not. You are graver in character, and write 
with more responsibility. I think therefore I am justified in asking 
you, before you lend your great authority in support of what I think 
a half-thought-out notion, to answer this simple question. Let 
y = f(x) be the equation to one of Cunynghame’s successive cost 
curves: what does the y mean, and what does the x mean? .. . 
I ask Cunynghame whether “ Successive’ means “ short period ” 
and he said, no! He says also that ‘“‘ Successive Cost ’’ does not 
mean the same as my “ particular expenses ” (p. 483). But I fancy 
it must be akin to that, more or less. 


Re-reading the article to-day, one feels that Cunynghame 
might have found it easier to make himself clear to Marshall 
if Marshall had explained in more explicit terms exactly what 
he meant by his ‘‘ normal”’ supply curve. Essentially Cunyng- 
hame was trying to construct more generalised demand and supply 
curves which did not involve such limiting (and generally tacit) 
assumptions as those required by the curves in ordinary use. 

The second of the JouRNAL articles (1903) is also worthy of 
reference. Here again his object is to escape from excessive 
simplification into a more generalised, and at the same time more 
realistic, handling. He propounds his back-to-back curves, 
as a means of escaping from the assumption of constant returns 
in the barter theory of foreign trade, and of providing for the fact 
that the costs of production in each country will depend on the 
revised scale of output brought about by import and export. 

Cunynghame’s Geometrical Political Economy does not add 
much original matter to these two articles. But it is an excellent 
little book.1_ I remember the delight with which I read it, the year 
after it was published, when I was just turning over to Economics 
from the Mathematical Tripos. In the minds of Marshall and 
Edgeworth it re-awoke the controversy of twelve years pre- 
viously. Marshall’s copy (now in the Marshall Library) is heavily 
annotated. With reference to the “‘ successive curves ”’ he notes : 
‘* Multiple curves may have their uses. But as I never use curves 


1 The Supply Curve for a Coal Mine (p. 70) for “‘ a recently opened mine in 
Yorkshire,”” computed for the author by the manager, was doubtless a bye- 
product of his practical interest in this industry, though the Royal Commission 


came later. 
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for the costs of particular units, but only for (long or short period) 
normal demand and supply, he merely confuses students by 
implying that his reasonings have any connection with my 
curves.” The book was elaborately reviewed by Edgeworth in 
the Economic JouRNAL (1905), Vol. XV, p. 62.1 Edgeworth 
walks delicately in his superbest style, not altogether unsym- 
pathetic to Cunynghame, but (remembering the correspondence 
of 1892) carefully keeping out of any possible trouble with 
Marshall. Economists are a ticklish race, and, perhaps, there is 


something agreeable in recalling that this is nothing new. 
J. M. Keynes. 


CuRRENT TOPICS 


WE record with deep regret the death of our President, 
Edwin Cannan. Notices of his life and influence are printed 
above over the names of Professor Bowley and Professor Robbins. 
It remains to testify here to the great debt which the Society 
owes to him, particularly for his services during the three years 
of his presidency. His addresses delivered at the annual meetings 
and reprinted in the JourNAL will be fresh in the memory of 
members. His wisdom has been at hand to assist the Council, 
and more especially the executive officers, and has been of very 
great advantage to the Society. 


The annual meeting for the current year was held on Thursday, 
May 23rd, when Professor W. R. Scott was elected President in 
succession to Edwin Cannan. Professor G. C. Allen and Pro- 
fessor Arnold Plant were also elected as new members of the 
Council. Before the formal proceedings, the President-Elect 
delivered an address on “‘ The Discovery of the Manuscript of an 
early draft of part of The Wealth of Nations.”’ This address will 
be printed in the Journat for September. 

The Secretary’s report showed that, including receipts from 
compounders, there was a surplus of income over expenditure for 
the year amounting to £339. The number of Fellows and library 
members at December 31st amounted to 4,433, of whom 984 were 
compounders, as compared with 4,414 and 938 respectively at 
the end of the previous year. The number both of members 
and of compounders is now more than six times as great as before 
the War. The total circulation of the Economic JouRNAL is 
about 5,500. 


1 Reprinted in Edgeworth’s Papers, Vol. IIT, p. 136. 
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Together with the notice of the Annual Meeting a circular 
has been forwarded to all members of the Society calling attention 
‘to additions to the list of publications which are available to 
members on special terms. Particular attention is called to 
the Bibliography of Economics, 1755-1775, prepared under the 
auspices of the British Academy by Mr. Henry Higgs, to the 
cost of which the Royal Economic Society has made a sub- 
stantial contribution, and to Professor Heckscher’s important 
work on Mercantilism. It is much to be hoped that both these 
volumes will be liberally supported by our members, being both 
of them large undertakings which must otherwise involve financial 
loss. Both volumes are indispensable to a _ well-equipped 
library of economics. 


The 3rd General Assembly of the International~Union for 
the Scientific Investigation of Population Problems will take place 
in Berlin on Monday, August 26th, 1935, in the rooms of the 
University. In connection with this Assembly, the German 
Committee, together with the ‘‘ Deutsche Statistische Gesell- 
schaft,”’ the ‘‘ Deutsche Gesellschaft fiir Rassenhygiene,’’ and the 
‘“‘ Deutsche Gesellschaft fiir 6ffentliche Hygiene,’ has arranged 
an International Congress for the Scientific Investigation of 
Population Problems, to take place in Berlin from August 26th 
to September Ist, 1935. Dr. Frick, Minister of the Interior 
for the Reich and Prussia, has been chosen as honorary president 
of the Congress. The acting chairman of the Congress will be 
the president of the German Committee of the International 
Union, Professor Dr. Eugen Fischer, director of the Kaiser- 
Wilhelm-Institute for Anthropology, Study of Human Heredity, 
and Eugenics, at present Rector of the University of Berlin. 

It is stated that the Congress will be of a purely scientific 
character, political and religious propaganda, even if connected 
with the problems of population, being ruled out. The Congress 
will have the following sections : 


1. Population statistics. 

2. Biology and race hygiene. 

3. Social, economical and psychological problems of population. 
4, Medicine and hygiene. 


Further information can be obtained from the office of the 
Congress, Einemstrasse 11, Berlin, W. 62. 
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The following have compounded for life membership of the 
Royal Economic Society :— 


Dunton, F. D. 
Groes, Ebbe 
Haberler, Dr. G. 
Hitch, C. J. 
Jardine, F. J. 
Jolly, J. H. 
Mints, Prof. L. W. 


Napier, G. H. C. 

Nathan, Major H. L., M.P. 
Nicholls, V. M. 

Pahwa, S. S. 

Plumptre, A. F. W. 
Rogers, E. 

Van Deurs, G. H. 


The following have been admitted to membership of the 


Society :— 
Apletree, R. A. 
Ardery, J. B. 
Artonne, André. 
Banting, H. C. 
Barreiro, Luis. 
Bartesaghi, Dr. A. 
Batten, H. A. 
Best, P. A. 
Bhumgara, M. S. 
Black, H. K. 
Bourton, F. E. 
Brown, J. 
Buch, C. A. 
Butler, L. G. 
Cairns, J. R. 
Chance, C. F. 
Chancellor, Prof. 
W. E. 
Chee, C. K. 
Chester, D. N. 
Compton, H. 
Crusha, E. H. 
Cunningham, F. 
Curtis, H. A. 
Damelin, B. 
Dand, T. R. 
Deutsch, J. J. 
Doblin, E. 
Easter, J. Blair. 
Eisler, Dr. R. I. 
El-Hussayni, M. Y. 


Galyer, R. F. 
Garland, G. L. 
Ghosh, B. B., Ph.D. 
Gibson, W. J. 
Gilpin, E. 
Goldenberg, H. C. 
Glik, Dr. Jona. 
Griffith, N. M. 
Harman, R. C. 
Holt, W. B. 
Horlick, Miss A. M. 
Howes, H. 
Hutchins, J. B. 
Johnson, C. H. 
Jones, Arnold. 
Katiha, N. K. 
Kellock, Prof. J. 
Kelly, J. R. 
Kewalramani, P. L. 
Knight, J. 8. 
Lake, Prof. W. 8S. 
Last, F. W. J. 
Mayer, L. K. 
Mehta, S. D. 
Menzies-Kitchin, 
A. W. 
Narasimham, B. T. 
Nurmahomed, R. H. 
Ooteghem, A. Van. 
Parekh, M. R. 
Philip, Rev. J. G. 


Ramakrishnarao, V. 
Ransom, C. F. G. 
Rowney, R. L. 
Reed, C. W. G. 
Sapra, D. M. 
Saul, F. 
Sawwaf, H. A. 
Senior, G. 

Sethi, A. R. 
Sethi, P. R. 
Sheth, B. G. 
Simpson, J. E. 
Smithson, T. W. 
Stacey, R. 
Stein, S. 

Syrett, W. W. 
Thomas, W. S. 
Trasy, G. 8. 
Uren, E. C. 
Vallarino, J. C. 
Walkden, J. W. 
Walkley, G. S. 
Wallace, T. J. 
Wheeler, G. A. 
Whyler, W. A. 
Whyte, A. P. 
Williams, J. A. 
Wilson, G. 
Wong, W.S 
Wren, A. C. 
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The following have been admitted to Library membership of 
the Society :— 


Akademijos Biblioteka, Dotnuva, Lithuania. 

Commissioner of Migration and Statistics, Jerusalem. 

Provincial Library of Chekiang, Hangchow. 

Statistical Institute for Economic Research at the State 
University, Sofia. 

Unione Fascista degli Industriali della Provincia di Milano. 

University of Manitoba. 

Universita di Perugia. 


The Council of the Royal Statistical Society offer the Frances 
Wood Memorial Prize, value £30, for competition in 1935. The 
Prize is offered for the best investigation, on statistical lines, of 
any problem affecting the economic or social conditions of the 
people. Competitors will choose their own subjects, but it is 
believed that original observation or analysis made in the course 
of the writer’s ordinary work or special research will afford useful 
material for papers, and some suggestions are contained in a 
leaflet which is available. Theses submitted or intended to be 
submitted as university exercises, and also published papers, 
are admissible. Essays (which must be either printed or typed, 
and accompanied by copies of all statistical tabulations) must be 
sent to the Honorary Secretaries of the Royal Statistical Society, 
9, Adelphi Terrace, W.C.2, not later than October 31st, 1935. 


Applications for the Jevons studentship in the Victoria 
University of Manchester, which should be sent to the Registrar 
not later than June 15th, are now invited for the year 1935. 
The value of the studentship will be £120 a year, and the holder 
will be expected to devote his time to the investigation of some 
economic problem connected with the industries of Lancashire. 
He will also be expected to enter into residence on the first day 
of the Michaelmas Term succeeding the award. Further par- 
ticulars can be obtained on application to the Registrar, Manchester 
University. 


The library of Professor Edgar Salin of Basle, comprising 
3,500 books and 2,000 pamphlets on economics and allied topics, 
has been presented to New York University by Mr. Felix M. 
Warburg. 


RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


Part I, 1935. University Education : Its Recent History and Function. 
Pror. GREENWOOD. The New Board of Trade Wholesale Prices 
Index-Number. H. W. M. 


Economica. 

Frsruary, 1935. A Suggestion for Simplifying the Theory of Money. 
J. R. Hicks. Some Nineteenth-Century Irish Economists. J. G. 
Smitu. Market Imperfection and Excess Capacity. N. Kaupor. 
Japan’s Balance of Trade. R.S. Sayers. The British Exchange 
Equalisation Fund, F.W. Patsy. 


Review of Economic Studies. 


Fesruary, 1935. Federal Reserve Aid for Foreign Banks. A. GoLp- 
STEIN. The Consumption Function. K. E. Bovutpine. The 
“Chicago Plan” of Banking Reform. A. G. Harr and C. H. 
WALKER. Economic Theory and Socialist Economy. M. Doss and 
A. P. LERNER. 


Transactions of the Manchester Statistical Society. 


Session, 1933-34. ‘‘ Haigh Cannel.” oF CRAWFORD AND 
Batcarres. The Paradox of Rationalisation. M. J. Bonn. 
Some Economic Developments during the past Hundred Years and 
their Reactions upon the Cotton Trade. W.CLARE-LEES. 


World Survey. 


Aprib, 1935. World Unity and World Problems: a Statement of the 
Scope and Objectives of World Survey. Power—Mankind— 
Economics. D. N. Duntor. The Future Development of Power 
Producing Industries. A. F. Enstr6m. Machinery and Labour 
Displacement. D. Fercuson. The Management of World Stocks. 
W. J. Stern. World Economic Service: Belgium and the Gold 
Standard ; World Rubber Situation ; World Economic Indices. 
The International Aspect of Public Works. 


The Sociological Review. 

Aprin, 1935. Ability and Opportunity in English Education. J. L. 
GREY and PEARL Mosuinsky. The Sociology Frontiers. W. J. 
Rose. 

The Eugenics Review. 

JANUARY, 1935. Parentage of Defectives. C. P. Buackrer. The 
Problem of Maternal Mortality. G. Prrt-Rivers. Eugenic Legis- 
lation in Denmark. H. O. WitpEeNsKov. Population Control in 
India. C. Dover. 

ApriL, 1935. Eugenics in the Light of Population Trends. A. M. 
CaRR-SAUNDERS. Fitness for Marriage. CU. P. BLACKER. 
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International Labour Review. 


JANUARY, 1935. Trade Associations and Corporations in Italy after the 
Recent Reforms. A. ANSELMI. The Place of the Doctor in Factory 
Inspection. Dr. L. TELEKY. 

Fesruary, 1935. Is there a Relation between the Fall of the Birth-rate 
and Unemployment? Somoayi. Unemployment of Young 
People in Great Britain. D.Curistre Tait. Industrial Inspection 
in Austria, 1929-33. Progress of Women’s Employment in U.S.S.R. 
Credit Unions in the United States. 

Marcu, 1935. The Position and Problem of the Farm Worker in 
England and Wales. Pror. A. W. Asusy. The Problem of 
Technological Unemployment in the United States. I. H. FuamM. 
The Reorganisation of Social Insurance Institutions in the U.S.S.R. 
A. ABRAMSON. 

APRIL, 1935. Unemployment among Women. H. Fuss. Economic 
Recovery and Labour Market Problems in Sweden: I. BERTIL 
Oxnuin. Productive Occupation for Unemployed Young Workers 
in Poland. 8S. Rosner. 


The Canadian Journal of Economics and Political Science. 


Fepruary, 1935. The Ricardian Theory of Production and Distribution. 
F.H. Kyicut. What is Left of Adam Smith? 8S. Leacock. The 
Report of the Duff Commission. J. L. McDovuGatu. 


The South African Journal of Economics. 


Marcu, 1935. 150 Years of Economic Contact between Black and White 
(Part II). H. M. Ropertson. Logical Issues in the Study of 
Industrial Legislation in the Union. Pror. W. H. Hurr. Credit 
Facilities on the Johannesburg Stock Exchange. M. H. Empon. 
Economic Status of the Cape Province Farm Native. E. 8. 

AINES. 


The Economic Record. 


Marcu, 1935. Supplement. Notes on Tariff Theory with special 
Reference to the Australian Tariff. B. D. CopELanp. Farm 
Production and the Depression. L. F. Gratin. The Significance 
of Stable Prices in a Progressive Economy. A. G. B. FisHEr. 
Currency Devaluation, with special reference to Australia. J.L. K. 
GIFFORD. 

Quarterly Journal of Economics. 


Vrepruary, 1935. The Problem of Monetary and Economic Stability. 
CaRLSYNDER. The British Movement for Industrial Reconstruction 
and the Control of Competitive Activity. A.F.Lucas. The Ameri- 
can Labor Movement since the War. D.J.Saposs. Capital Con- 
cept applied to Man. J. R. Wausu. Professor Pigou’s Theory of 
Unemployment. E. Hariss. 


The American Economic Review. 


Marcu, 1935. The Union in Industry : Theory of Collective Bargaining. 
Harry A. Muts. Aggregate Spending by Public Works. J. 
CuarK. The N.I.R.A. and Stabilisation. O. Natuan. Rate of 
Return to Capital. G. A. KLEENE. 
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The American Economic Review (Supplement) 


Marcu, 1935. Papers and Proceedings of the Forty-seventh Annual 
Meeting of the American Economic Association. Chicago, December 
1934. 

Journal of Political Economy. 


Frsruary, 1935. Seasonal Cycles in Aggregates of Wheat Futures 
Contracts. H. S. Industrial Unionism. D. J. Saposs. 
The Trend of Savings, 1900-29. CiLARK WARBURTON. 

APRIL, 1935. The Monetary Aspects of the Walrasian System. A. W. 
Marcet. Unpublished Papers and Letters of Leon Walras. W. 
JaFFé. Individual Employer Reserves in Unemployment Insur- 
ance. G. and E. WHEELER. Taxation of Foreign and Domestic 
Goods in China. A. C. Muuse. 


Annals of the American Academy of Political and Social Science. 


Marcu, 1935. The Shift in Economic Power. R.G.Swine. The New 
Deal and Economic Liberty. A. A. Brruz, Jr. The Federal 
Program for Economic Security. C. A. Kup. 


Social Research. 


NovemMBER, 1934. Monetary Expansion and the Structure of Production. 
Hans Neisser. Planning and the Market System. KE. HEIMANN. 
The Effect of Competition on Price Changes in a Dynamic System. 
W. LEDERER. 
Review of Economic Statistics. 


NovEMBER, 1935. Review of the Third Quarter of 1934. J. B. Hus- 
BARD. Some Facts Bearing on the Silver Programme. W. A. 
BERRIDGE. Colbert and Governmental Control of Industry in 
Seventeenth-Century France. A. P. USHER. 


Wheat Studies (Stanford, California). 


JANnvuARY, 1935. World Wheat Survey and Outlook, January 1935. A 
severe decline in Liverpool futures prices during August-December 
1934 brought prices in January 1935 to a level not much above 
that of a year earlier. The decline was surprisingly large in view 
of the facts that the Wheat crop of 1934 still appears to be more 
than 300 million bushels smaller than that of 1933, and there is 
prospect of a reduction of surplus world stocks by some 315 
million bushels during the present year. The decline is largely a 
reaction from the speculative flurry of last summer. Stocks by 
next August will probably be at their lowest level since 1928, but 
well above 1923-7. The United States will probably occupy the 
unaccustomed position of a wheat net-importing country during 
1934-5. Canadian stocks are likely to remain farther above the 
pre-depression level than those of any other important area. 

Frepruary, 1935. Starch and Flour Quality. Existing information 
bearing on the influence of starch on baking value has been collected, 
gaps in knowledge pointed out, and some of the problems awaiting 
solution presented. 

Marcu, 1935. Per Capita Wheat Consumption in Western Europe. 
I. Measurement from 1885-6. This study represents an effort to 
estimate the quantities of wheat devoted respectively to food con- 
sumption, feed consumption, and seed use in thirteen Western 
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European countries, in terms of annual averages applicable to 

successive five-year periods beginning with 1885-6. The evidence 

: . shows that food consumption of wheat is a very different concept 

from total consumption or utilisation of wheat. Non-food uses 

have greatly expanded since 1913 in some but not in all countries. 

The estimates suggest that the long-term tendency is rather to- 

wards a balance between wheat and rye consumption than towards 
the displacement of rye by wheat. 


Econometrica. 


JANUARY, 1933. The Common Sense of Econometrics. J.SCHUMPETER. 
Utilisation des équations fonctionelles et des nombres complexes dans 
les récherches économiques. J. TINBERGEN. The Absorption of 
Bank Credit. J. H. Rogers. 

APRIL, 1933. Annual Survey of Business Cycle Theory : Investment and 
Saving in Business Cycle Theory. A. H. HANSEN and H. Tour. 
Distributions statistiques rattachées a la loi de Gauss et la répartition 
des revenus. G.Darmois. Some Considerations on the Analysis of 
the Prices of Competing or Substitute Commodities. M. Ezexre.. 
On the Demand for Rival Commodities. U. Ricet. 


JuLy, 1933. Annual Survey of Statistical Technique : Developments in 
Sampling Theory. W. A. SHEwHaRtT. The Notions of Horizon 
and Expectancy in Dynamic Economics. J. TINBERGEN. A Com- 
parison of Elasticities of Demand obtained by Different Methods. 
Henry Scuvuittz. Can Stock Market Forecasters Forecast? <A. 
CowLEs. 

OctoBER, 1933. The Debt-Defiation Theory of Great Depressions. 
Irvina Fisner. The Action of Economic Forces in producing 
Frequency Distribution of Income, Prices, and other Phenomena: a 
Suggestion for Study. A. L. BowLey. Effects of a Technological 
Improvement on Employment. D. 1. VINOGRADOFF. 

JANUARY, 1934. Annual Survey of Significant Developments in General 
Economic Theory. J. TINBERGEN. Maximum Production studied 
in a Simplified Economic System. G.C. Evans. Demand Func- 
tions and Utility Functions: a Critical Examination of their 
Meaning. E.H. Pueirs Brown. Theoretical Studies of Demand. 
C. F. Roos. 

Apri, 1934. Significant Developments in Business Cycle Theory. F. 
Vinct. Demand Studies during Times of Rapid Economic Change. 
E. J. Worxina. Capital and Industrial Fluctuations. F. v. 
Hayek. Interdependence of Cyclical and Seasonal Variation. J. 
WISNIEWSKI. 

JuLY, 1934. Développements récents de la technique statistiques. G. 
Darmois. A Critical Examination of Professor Pigou’s Method of 
deriving Demand Elasticity, R. D. G. Auten. Circulation 
Planning : Proposal for a National Organisation of a Commodity 
and Service Exchange. RaAGNAR FRISCH. 

OctoBER, 1934. Address of the Econometric Society to the University of 
Lausanne. On Equations of Motion of Business Activity. F. 
CrEEDY. Three Concepts of Wage Quotas and their Statistical 
Determination. O. BAKKER. Price Analysis : Selected References 
on the Theoretical Aspects of Supply and Demand Curves and Related 
Subjects. L. O. Bercaw. 
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January, 1935. Annual Survey of Economic Theory: The Theory of 
Monopoly. J. R. Hicks. Economic Theory of the Shorter Work 
Week. Cuartes F. Roos. Competition under Secret and Open 
Prices. S. N. Wuitney. Demand Functions with Limited Bud- 
gets. H. 

ApRIL, 1935. Stable Prices v. Stable Exchanges. C. Noyes. 
The Maximum Value of Urban Land converted to Diverse Uses. 
H. A. Bascocx. The Period of Production under Continuous 
Input and Point Output in an Unprogressive Community. C. H. P. 
GIFFORD. Dynamics of Saving and Investment. E. THEtss. 


Revue d’ Economie Politique. 


JANUARY—FEBRUARY, 1935. La Réforme économique aux Etats-Unis. 
W. Ovatip. La production et le pouvoir d’achat dans le cycle 
économique. RENE CourtTiIN. Un cas concret d’économie pre- 
walrasienne: le douar Aghbal. G.-H. Bousquet. Le 
économique de I’ Etat et la réforme de la comptabilité publique. H. 
DEVILLEz. 

Journal des Economistes. 

JANUARY-FEBRUARY, 1935. La Banque de France et la situation 
économique et mondiale. KE. PayEN. Dettes interalliées et répara- 
tions. M.Carsow. Les Vues des Présidents des Grandes Banques 
anglaises. E. P. La Nouvelle émission de Bons du Trésor. X. 
Le Libre-Echange, janvier-février 1935. B.D. L.u. E. 

1935. La Crise belge. FE. Payen. La Situation de 
V Industrie houillére francaise. E. R. La Suisse a la croisée des 
chemins. E. P. 


Bulletin de UV Institut des Sciences Economiques. 


-Frepruary, 1935. La Belgique en 1934: Les Finances privees en 
1934. F. Baupuuin. Les Finances publiques en 1934. C. 
Roger. Les Transports en 1934. A. Detmer. L’ Agriculture 
Belge en 1934. R.Kincet. Le Commerce exterieur de la Belgique 
en 1934. P. vAN DER Rest. Les Industries diverses en 1934. 


H. VAN CRIEKINGE. 


Weltwirtschaftliches Archiv. 


Marcu, 1935. Zusammenarbeit zwischen Ost- und Westeuropa auf 
neuer Grundlage. M. Manor.esco. The international division 
of labour is really the exploitation of agricultural Eastern Europe 
by industrial Western Europe. The product of one industrial 
worker exchanged for the product of ten peasants. This system 
is breaking down, and a new one built upon economic equality 
of all peoples must be substituted for it. Western European 
countries must renounce their monopoly profits, lower the prices 
of their products and take an active part in the development of 
Eastern agriculture. The author advises to give preferential 
treatment to Eastern products, and to help Eastern countries 
by sending experts and financing public works, chiefly roads. 
Die neue Aussenhandelspolitik des franzésischen Imperiums. 
B. IscuBotprn. Though some progress has been made in building 
up a self-sufficient French Empire there remains the difficulty 
that the colonies expand their output of food-stuff and wine 
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where they compete with French producers while the chief raw 
materials have to be imported from foreign countries. Zur 
Theorie der mengenmdssigen Hinfuhrregulierung. K. HAFNER. 
Goldwaéhrung und Wirtschaftsordnung. F. Lutz. The smooth 
working of the gold standard presupposes the renunciation of an 
autonomous trade cycle policy of protectionism, adjustable 
prices and a state of confidence. The gold standard is appropriate 
to a liberal capitalistic economy but not to one which is regulated 
on a national basis. 


Jahrbiicher fiir Nationalékonomie und Statistik. 


FEeBruarRy, 1935. Unternehmergewinn und Kapitalprofit als einheit- 
liches Einkommen. P. QuantE. Profit and interest are both 
derived from the differential advantages of a big capital at the 
disposal of an entrepreneur of great ability as against a “‘ medium- 
sized ” capital in the hands of a man of “ middle-class ”’ ability. 
Ernst Abbe und die Gegenwart. T. Pitz. Abbe, who transformed 
the Zeiss works into an institution run in the interest of the public 
and of the workers, is shown as an anticipator of the economic 
policy based on the social community of interest. Die Entwick- 
lung der deutschen Sozialversicherung seit dem Jahr 1933. H. 
MONCH. 

Marcu, 1935. Das Massengesetz der Versicherung. W. Maur. After 
a short description of the function and structure of the insurance 
business the author shows that the practices followed in calculat- 
ing actuaried values are in accordance with the law of large 
numbers. Die Grundaufgaben des Staates in der Regelung des 
Arbeitseinsatzes. O. Scumip-Burek. A complete reversal of 
the State policy with regard to labour is demanded. While 
taking over vocational guidance and the distribution of labour 
between different regions and trades, the state should not concern 
itself with the maintenance of the unemployed (except in extreme 
cases), but leave it either to individual firms or to special regional 
or professional bodies. Die Grundrente im Dienste landwirt- 
schaftlicher Marktregelung. H. Bonus. It is proposed that the 
agricultural regulation organisation (Reichsndhrstand) should use 
its buying monopoly to eliminate location rents either by offering 
a price varying inversely with the transport cost to be incurred 
or by offering a single price while undertaking all transport at 
its own expense. 

Aprib, 1935. Die monetéren Konjunkturerkldrungen und die Erfah- 
rungen der letzten Krise. Dr. J. DOBRETSBERGER. A criticism 
of monetary theory of the trade cycle, in particular of Fisher’s 
equation and of the Wicksell-Hayek theory of the equilibrium rate 
of interest. It is argued that both credit inflation and discount 
policy are ineffective weapons, because their effects depend upon 
the state of trade. The cause of trade cycle is seen in time-lags 
in the payment for different productive contributions and in the 
expenditure of incomes. Statistik als Mittel zur Ursachener- 
forschung wirtschaftlicher Erscheinungen. F.Hvuute. As long as 
the use of statistical methods is restricted to a comparison of 
fictitious average values it will not enlarge our knowledge of 
causal relations; there is need for a detailed realistic analysis of 
the statistical material. Das deutsche Genossenschaftswesen in den 
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Jahren 1933-34. F. Herwtrrenstern. The article contains a 
detailed statistical account of the development of the German 
co-operative movement during 1933 and 1934. Die Bekdmpfung 
der Krise in den Vereinigten Staaten. W. Watter. A short 
chronological review of the New Deal legislation. 


Schmollers Jahrbuch. 


DEcEMBER, 1934. Der Nationalsozialismus und die Wissenschaft der 
Wirtschaftslehre. H. Frank. A lecture given by the German 
Commissar for Justice reviewing the outlook for academic teaching 
of economics under National-Socialist rule. Zur Grundlegung der 
Wirtschaftstheorie als Wirklichkeitswissenschaft. B. ISCHBOLDIN. 
The author divides the statistical school of economic science (as 
represented by Simiand, H. L. Moore, and Mitchell) into a de- 
scriptive (idiographic) branch denying the existence of economic 
laws and a theoretical (nomographic) branch employing statistics 
as a method of discovering empirical laws of economic interaction. 
Only the latter branch has developed a value theory resting upon 
the notion of mathematical probability. Both are contrasted 
with the “ understanding ’”’ method of Sombart and criticised. 
Das Bevélkerungsproblem und die geschichtliche Entwicklung von 
der Urzeit bis zum Mittelalter. J. Hasnacen. The author 
considers over-population as a necessary condition for the develop- 
ment of civilisation. Die Verbindung von Landwirtschaft und 
Gewerbe in Wiirttemberg, verglichen mit Niedersachsen und anderen 
Teilen des Reiches. G. StTocKMANN. Seelgrupplehre, Gesinn- 
schaftlehre und Verbindunglehre. H. L. StoLrensBerc. The 
author proposes a new classification of sociology as a science 


dealing with the behaviour of human groups. Theoretische 
Grundlagen der Preisbildungsforschung und Preispolitik. 
ScuneipER. A review of the book of Mackenroth. Objections 
to marginal technique, marginal productivity theory, and the 
Marshallian method of partial equilibrium are rejected and it 
isshown that conjectural and institutional factors are not neglected. 


Archiv fiir mathematische Wirtschafts- und Sozialforschung. 


Vol. I. No. I. (1935). Aufgaben und Grenzen der mathematischen National- 
dkonomie. H. Peter. The use of mathematical reasoning and 
symbols in economic science is defended. Objections arising out 
of the social character and discontinuity of economic facts are 
rejected. Mathematical analysis is even more important in a 
planned economy but its applicability will always be limited, 
since economists should also be concerned with single individuals, 
Gibt es eine Sachversicherungsmathematik? P. 
Arbeitszeit und Produktion. E. ScHNEtER. The article deals 
with the effects of variations of hours of labour on the costs of 
an individual firm on the assumption that there are only two 
homogeneous ‘substitutional ”’ factors of production (men and 
machinery). Then, dealing with returns per hour of labour we 
can conceive of time as a third factor of production. Uber die 
Schnelligkeitt der Rassenvermischung. H. Misnzner. Mathe- 
matische Probleme in der Verkehrsstatistik. H. KEtnEererR. It is 
shown with many examples that the application of simple mathe- 
— methods to traffic statistics yields useful and interesting 
results. 
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Zeitschrift fiir Nationalékonomie. 

Marcu, 1935. Betrachtungen iiber das Dumping. A. Castati. The 
author discusses the nature of dumping and argues that pro- 
tective duties cannot prevent it. The difficulties of dumping and 
of effective anti-dumping legislation are examined. Bemerkungen 
tiber Nutzen und Kosten. ¥F.H. Knicut. An historical essay to 
be followed by a constructive part. Starting from certain pro- 
positions as to the economic conduct of an individual and the 
different principles according to which means of production and 
money incomes are allocated to different uses, the theories of 
utility, costs, disutility, and rent are reviewed, in particular the 
contributions of Smith, Ricardo, Mill, and Jevons. Zum Problem 
des “‘ neutralen”’ Geldes. A. Brtimovié. The notion of neutral 
money as put forward by Koopmans is analysed and schematic 
examples are constructed to demonstrate the inconsistency of 
Koopmans’ criteria and the ambiguity of a neutral money policy. 
Industrielle Standortsfragen. F. Aur. After an exposition of the 
shortcomings in Alfred Weber’s approach, equations describing 
price, sales, and location of monopolistic enterprises under dif- 
ferent conditions are worked out. 


De Economist. 


OcToBER, 1934. Het dualisme in de economische en monetapolitiek ire 
van Nederland. H.M. H. A. VAN A criticism of the 
recent economic and financial policy of the Dutch Government. 
A truly effective economic policy may produce its results only 
in the long period: there is a danger in the demand for short- 
range measures. The economic condition of Holland is bad, as 
seen in employment, exports, cost of living and burden of debt. 
“The present governmental policy is to reduce the level of costs, 
but the measures so far taken have in various cases an opposite 
character.” The article discusses the professed objects of policy : 
its consequences on protected, unprotected and semi-protected 
industries, the method whereby government has attempted to 
influence prices, the difficulties of a harmonious deflation policy, 
whereby prices and costs fall equally. The Government has shown 
no definite system or policy. Planning, laissez-faire, mitigated 
liberalism and state intervention are all present. The Govern- 
ment has been unable to restore elasticity into the economic life 
of the nation. Grensnut en conjunctuur, IJ. M. A. LicTERINK. 
A continuation of the previous argument, discussing the situation 
in a money economy, and the part played by money in the Trade 
Cycle. Emphasises the desirability of increasing taxation in 
good years and diminishing it in bad years, and considers “‘ methods 
of tempering the Trade Cycle, of keeping it within the limits in 
which it is economically useful.” De Poolsche Corridor. F. A. G. 
Keersinc. A summary of the arguments bearing on the Polish 
Corridor. 

NovemBer, 1934. Enkele indices aangaande de technische ontwik- 
keling langs nieuwe wegen in de voornaamste industricele landen, I. 
L. Hampurcer. “ Factors of technical development ’’ may be 
of various kinds. Enlargement may come about through (i) 
increase in the number of productive units ; (ii) improved organisa- 
tion; (iii) inventions. Statistics are deficient as to the third 
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of these. The essay provides an attempt to cover this by reference 
to numbers of patents issued in various countries. The article 
deals with Great Britain, France, Holland, Germany and the 
United States of America. De Positie der overheid ten opzichte 
van land- en water-wegen. W.J. DE GraaF. Transport (i) is a 
link in the process of production; (ii) must be regarded as on the 
same footing as any other technical process to which material 
is subjected; (iii) increases the value of goods. A means of 
transport can never be of economic advantage to a community 
if it does not cover its own costs. A subsidy to transport prevents 
the most just division of labour. A discussion of the principles 
which determine how costs of transport should be borne. 


DECEMBER, 1934. Berekening van den omvang der werkloosheid als 
gevolg van prijsdaling in een gesloten economisch milieu. J. 
GouDRIAAN. Say’s Théories des débouchés: ‘‘ Les produits 
s’achétent avec des produits,” appears to be contradicted by 
depressions. Treated with reverence in the text-books, it is 
respected and believed by no one in practice. It should, however, 
be formulated not as a dogma which states that “ Universal 
over-production is impossible,” but as a conditional statement : 
Provided, and in so far as, households (economic units) endeavour 
to sell as much as they buy, general over-production is impossible. 
A detailed discussion of the circumstances under which this 
condition is not satisfied. Lnkele indices aangaande de technische 
ontwikkeling langs nieuwe wegen in de voornaamste landen, II. 
L. HamBurcer. A continuation of the study of ‘“ technical 
development ”’ as reflected in the number of patents issued. 
“ Patent figures ” are compared with other economic magnitudes, 
real incomes from wages and the increase of monetary gold in 
the world. There is a far-reaching parallelism in England (and 
the U.S.A.) between the course of the total number of patents 
annually granted and a composite index-number standing for 
the population multiplied by the representative level of real 
wages. 


JANUARY, 1935. De aanpassing gedurende de crisis van de loonen en 
de kosten van levensonderhoud aan de groothandelsprijzen in de 
Oost-Aziatische landen. D. J. HutsHorr Pon. A discussion of 
the variation of wages in relation to the cost of living and whole- 
sale prices in Eastern Asiatic countries. As in an article on an 
allied subject in the June 1934 number, the discussion follows (i) 
a country which has maintained the gold standard (Dutch East 
Indies) and (ii) countries which, originally on the gold standard, 
have now “ devalued.” The position in Dutch India is considered. 
Amerikaansche crediet-maatregeln, C. Wrstratr. A discussion 
of certain aspects of American legislation during the crisis. 


Giornale degli Economist. 


Fresruary, 1935. Francesco Ferrara e David Ricardo. R. Fustnt. 
An analysis of the main points of difference and similarity between 
the economic doctrines of Ferrara and Ricardo. Linee die studio 
dell’ economia corporativa. E. Fossati. Le eccezioni ricardiano- 
marxiste al principio del costo. E dal valore alla corporazione. G. 
Masorana. L’opera scientifica di Albert Hensel. B. GrizioTTt. 
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La Riforma Sociale. 


SEPTEMBER-OCTOBER, 1934. JI disordine economico e il “ gold standard.” 
Dodici anni di esperienza americana. A. Capriati. An analysis 
of the working of the American monetary system during the 
twelve years 1921 to 1933 shows that the collapse of 1933 was 
not due to defects of the Federal Reserve System or to mismanage- 
ment on the part of those controlling it, but to the financial and 
economic consequences of the war, from which America vainly 
endeavoured to withdraw herself. Jl prezzo dell’ energia elettrica. 
Proressor L. Erxavpt, replying to certain views recently put 
forward by one of the heads of the electrical industry in Italy, 
Signor Motta, urges that the criterion to be used in determining 
the “just price ” of electricity should have regard to the cost of 
reproduction, or replacement cost, and not to the cost of produc- 
tion of plant as a whole now in existence. La misura delle vari- 
azioni delle tariffe doganali. F. A. Répacr. An elaboration of 
a new technical method for ascertaining and measuring changes 
in the level of customs duties. Jl NEw Dru roosveltiano: gli 
effetti. V. Racca. A description, by one who has studied 
American conditions on the spot, of the recent-economic legislation 
of Mr. Roosevelt’s administration. The writer is very pessimistic 
as to the effects, now and in the future, of these measures. 


NOVEMBER-DECEMBER, 1934. L’industria elettrica ed i suoi prezzi. 
G. Morta e L. Ervaupt. A reply by Signor Motta to Professor 
Kinaudi’s article in the previous number of the Giornale, together 
with a rejoinder by Professor Einaudi. Trieste e leconomia 
danubiana. An article setting out the results of a recent in- 
vestigation by PRoressor A. CaBIATI as to the economic situation 
of the port of Trieste and its relations with the Danubian hinter- 
land. Categorie astratte e scataloni pseudo economici. Pro- 
FESSOR ErnauDI makes use of the form of a dialogue between 
peasants, economists and others to elucidate a number of disputed 
problems of agriculture in Italy. La tragedia della seta. E. 
GirETTI. A well-documented account of the disastrous decline 
in the Italian export trade in silk consequent on the increase of 
tariffs, the decline of silk consumption in the United States, the 
expansion of rayon, and the competition of Japan. 


JANUARY-FEBRUARY, 1935. Dialtriscataloni pseudo-commerciali e pseudo- 
bancari. PRoFEssoR ErNavpi again uses the form of a dialogue to 
present his ideas on the rationalisation of the distributive trades and 
on the organisation of banking. L’industria elettrica e i suoi prezzt. 
R. Caran. “gold standard,” la moneta neutrale”’ e i due 
gruppi monetarit. A. CaBtati. A criticism of a recent article by 
Professor Cassel in the January number of the Review of the 
Skandinaviska Kreditaktiebolaget, in which he contended that 
the whole group of gold standard currencies was seriously over- 
valued in relation to the sterling bloc, and advocated either the 
complete abandonment of the gold standard or the appropriate 
devaluation of the gold currencies in terms of gold. Professor 
Cabiati gives reasons for believing that the extent of the over- 
valuation is not large, e.g. in the case of the franc, and that it 
might be adjusted in the near future, given favourable conditions, 
without overmuch difficulty. 1 controllo dei cambi. M. Mazzuc- 
CHELLI. Gli impianti idroelletrici e Vimposta di ricchezza mobile. 
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V.S. Mavaano. Guadagnano di pix le grandi, le medie o le piccole 
intraprese *—Studio sui bilanci delle societa italiane per azioni nel 
periodo 1927-1931. L. Lenti. If the balance sheets of Italian 
joint stock companies are divided into small, medium small, 
medium large, and large, an analysis over a five-year period 
shows that the highest profits were made by the medium large 
group of companies. La lunga crisi del 1874-1896 e la crisi 
odierna. E.Ctanct. The writer makes a comparison, supported 
by some interesting statistical tables, of the present depression 
and fall in prices, with the period from 1874 to 1896. He con- 
cludes that there has been a secular tendency to falling prices 
since the end of the War, on which has been superimposed the 
cyclical depression starting in 1929. Sul risparmio assicurativo. 
A. ScaraMELLI. I1 delitio di uswra—Nota economico—giuridico. 
E. FLortan. 
Index (Stockholm). 
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